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0% N\\\ 2elidlas is a leading brand in the sporting goods market with strong
positions in footwear, apparel and hardware. adidas products offer technological
innovations and cutting-edge designs to athletes of all skill levels who aspire to
achieve peak performance. The adidas brand is structured in three divisions: Sport
Performance, Sport Heritage and Sport Style.

10% \\\\\ Salormomn is the Freedom Action Sports brand. Number one in the world
for winter sports, with leading po ns in alpine, nordic and snowboard products,
Salomon is actively expanding its presence in summer and alternative sports as well
as soft goods. All products are highly innovative and performance-oriented. The
Salomon family of brands comprises Salomon, Mavic-adidas Cycling, Arc'Teryx,
Bonfire and Cliché.

10% \\\\\\ d@%\ggwg@@_@ 2dicdlas Golff offers a full range of golf hardware,
footwear, apparel and accessories. It is a leader in the industry and the number one
metalwaod gotf brand. TaylorMade-adidas Golf markets products under the brand
names TaylorMade, adidas Golf and Maxili.




s31es JaN

L oS

“pua-ieak 1e saskojdws jo Jaquunp

............. T iyoud Bunesadp
-------.--.-------{-.:.V_w._m.m.m.m;.w.

T TS s w.dmm.ﬂw.z

‘ . o | e
%UEL  Ly5'6 E6L'0L  pua-seak je saakojduis jo JoquinN

T yoad ssoug
T s e

SE

Suewo RO w00

1eacadde bunaspy |e1auag jenuuy 0y 13fgns

's1230) pue sabejuadniad ui asue Aew s33u3J34)1p buipunoy

99€°697'SY 9YE'699'6Y

[REIE] w>::_6 mc.uiuc._

%l 6

L9E'Z6Y'S7 095'679'SY SaJeys Jo Jaquinu abesany

0GL'€57'G7  000'658°SY buipueisino saieys Jo JaguinN
%S8 989'GL

mww>o_qu jo JaguinN

ncm “1eak F §m@
o\o,m‘.rm-t ) T M-- ‘ -.mmw wmm» 1e asnd w;mLmM

aJeys Jad puapiag

aJeys Jad moyy ysed bunesadg

.nmo.m..m- ........... " {Uoheziouie mpoob aiojag)

aleys iad sbujuiea yiseg
3]eqs Jad sbuiliea paniig
g0z T Tt ----.m_m.z.m.Lwa.mm.m_ﬂ.mw,m_wlm.mm

3PS MBI (9 RS K51

_E_nmu buiyiopm

mco_:_E u wﬂ,ﬁéw&n@g

“abesana) _m_ucm:_“_

31 XB) 9AI1I3YH4T

.a.m3.-.---.%N-:----:m..m--- .......... T ibews Bunessdp

1°9¢ mEmm jau Jo abejuasiad e se sasuadxa

T Tttt mm_.mumw._m_.&w.m.mﬂ_m,_.muwr.m.m ‘bumas

o T “yo0z
T T Mooz

givis B o

52 : ‘todz

£25'9 “z00Z

ooz

0002

suoIIur Ul 3 SEIES R




2004 TARBETS
Brrive cuineney-neutiral sales gremiih ef 3 i T

Brrimg majer mew fechnelegy evelviions

Erewne Comirel Systeam™),
T=-HIAC UG Sstiem™

Delmer cunmmey-neulral tep-line erowiin
at all brands amd in elll regiens
[Bxpandiggossimangin]
\Visiblvlincueaselopelatngimanain
Comtimwe (o epitiize werldhng capiial
imanagement
Camiime ket recicion

Dirive carmings arawih of &l lesst 10%

(Furtiver increase shere

gldegvallics

->

2004 RESULTS

Currency-neutral sales grow 7%

Major new technology evolutions and
revolutions come to market:
a3®, ClimaCool®, Predator®,

Roteiro™ football, F50 football boot,

Ground Control System™,
T-MAC HUG System™

Currency-neutral revenues increase at all
brands and in all regions

Group gross margin reaches recerd level
of 47.2%

Operating margin improves by 1.1 percentage ‘

points to 9.0%

Working capital as a percentage of net sales
reduced by 2.1pp to 20.8%

Debt reduced by € 352 million; towest
financial leverage since Salomon acquisition

Group earnings grow 21%
adidas-Salomon share price grows 32%,

Executive Beard to propose 30% dividend
increase at the upcoming AGM
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adidas=-Salomon Executive Board

from left to right:
Glenn Bennett, 41, Global Operations, American
Erich Stamminger, 47, Global Marketing and North America, German
Rerbert Hainer, 50, Chairman and Chief Executive Officer, German
Michel Perraudin, 57, Global Human Resources, ey Projects & Corporate Services, Swiss
Robin Stalker, 46, Finance, New Zealander
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an integrated microprocessor. Although the product is only just coming to
the market this month, it has already made headlines around the world
and it has been chosen as an Innovation of the Year by Popular Science,
Time and other leading publications. The TaylorMade r7® quad driver is
the first metalwood that allows players to adjust weight distribution in the
head of the club to enhance player-specific swing characteristics. Only
weeks after its launch, the r7® became the number one driver on the US
and European PGA Tours. And we were able to dramatically increase our
leading market position in golf’s largest and most profitable product
category.

Truly revolutionary as well was the change in 2004 in our advertising
and corporate communications approach, where I had felt we need to lead,
not follow. And lead we did with our first-ever global brand advertising
campaign: “Impossible Is Nothing”. This campaign, which features past and
present athletes from various sports and regions, starting with Muhammad
Ali, highlights our belief that sport, life and our adidas brand are all about
the continuous desire to push further, to surpass limits and to break new
ground. It really captures what our brands and Group represent. If you
thought so, too, you are not alone. The campaign has received tremendous
positive consumer feedback and 99 prestigious advertising awards so far.
In 2005, we are going to widen and broaden this campaign even further.

Keeping our brands and products cool and connected to leading sports
and style icons will be essential in the coming years. With David Beckham,
arguably the world’s most popular athlete, we announced a new line of
on- and off-pitch products, which will help us grow in the fast-expanding
football lifestyle category. We also formalized our long-standing relation-
ship with hip hop queen Missy Elliott, whose striking footwear and apparel
products have hit the market in limited distribution. And let’s not forget
star designer Stella McCartney, who has developed the first true perfor-




dnoug ay).

BDIIDWY YIION UT YImoI3d 31BIJ[9IDOE 03 OS[E INq SIUdAl Suniods 1olew omy
5,184 9113 1€ dduasaxd 1no aztwnido 0] sasuadxs unesado 1no paseardul
M ‘F00Z U 1udRA0IdUIT ST 01 JUelI0dUIl OSTE 919M SITITAIIDE [I1E]D1
-umo Sunelafadde pue xrw 1onpord Suraorduwin Ino ‘safes dULILID padnpal
‘STUIWIDAOUI ADUILIND I[qeIOAE] AQ padiaYy ATUTR1I=D Sem STUI S[IYM puy
"UISIBW SSOIS PI0IAT B PIIDAIDP IAA SUOIZII PUB SpURI(] [[B WOIJ SUTWIOD
syuatuRA0IdWI IIM ‘SISE] [BIINIU-ADUSLIND B UO %/, Aq aul] do) IN0 MI3 A
"9OUEBWIOLId [RIDURULJ JUI[[30X2 INO UI JJo pled UOTIBIIpap Ie[IWIS pUy
‘wniuawow
pue AIqisia SUTUIed U0 PIsNIO] S1I0JJd dAISUIIUL JO SIBIA JO 1[NSII & a1k
007 Ul JJOD) SEPIPE-IPRNIOJAR], PUB HOWOTES ‘SEPIPE JB SITIWIIAIDE dY],
dURYD Aq IN0QE 9WOD JoU PIP 4343 1BY] ST 310U 0] JuelIodwul 1sou ST Jeym
g 2194 1YSIS1Y p[nod [ 18yl $00T UT S3SSIIONS IOW AUEW IIB 2IIY],
"BAQABQUIS] BUI[H PUE 9[1qas Uewoy ‘@dIoy], ue[ ‘SuuapIiey
-UTU9H SUNSH[ SB YONS SIWED 3] JO SIRIS SUIPNIUIL ‘SAII[YIE 2U1 [[k JO J[ey
IsowI[e SUMILIN0 OS[e 11q Jua49 33 durtosuods ATuo jou Aq dnoasd sy1ods
douruLIO}Iad DTIUIYINE J) SB UONIPEI) INO 0} dn PIAI] am ‘sOIdWA[Q 2yl IV
‘1[BQ100] Ul 3UO I3qUINU 1E3 Y1 Sk uonisod Seprpe pausyisZuails y1ing
AI01D1A I13Y, "[[€Q100] SSE[D-P[IOM 0] SIWO0D 1T Udym 31qissodurr st Juryiou
AN 1eyl Sunjenlsuowodp Jueydwniil pagIawe JUIWEUING) o[l & UT
[DIEW B UOM IDAU PRY YIIYM ‘WEI] [[B]I00] [BUONRU 3215 patosuods
sepipe a1 ‘sdigsuordurey)) [[eqiooq ueadoinyg 3yl 1y SN[yl pue spnpord
UOWO[BS-SEPIPE 10] S9sEIMOYS dWLId atom - sOTdWA[Q Jowwing ayj pue
sdigsuordureyn) [[eq1oo, ueadoinyg 3yl — s1ua4ad gunzods 1593319 $,.+007
‘sdTYSUOIIB]DI 3] SZI[RIDIWUIOD IDYIINJ [[IM IM ‘GO0Z U] JI2uIer)
UIAY I9ARJ I[QEN[RA ISON PUE APBIDIA ADBI], 191005 do1 VYN - [[BqI19ySeq
ut s19Ae[d om1 dol 9y YIIm SI130[0UYDI] SEPIPE JAIIBAOUUIL ]TUN [IIM
‘NPUIR 3] puk DYA-L 213 ‘s1onpoid [[eqiadseq SUI{2s-3Uons 1o apnul
SUOTIEIOQB[[0D SEPIPE SUNIDXD JII( "UIWOM I0J UOTIIDI[0D USISIP DUBW



20

and Asia, as well as to restructure our ski production activities within
Salomon. Nevertheless, we were still able to expand our operating margin
to 9.0%, and we increased our net income by 21% to € 314 million, which

is our highest level ever and more than twice the rate we expected at the
beginning of the year.

We also continued to make significant progress on improving the Group’s
financial health. As a result of our strong operational performance and
our continued tight working capital management, we reduced our debt by
nearly 40% to € 594 million and now have surpassed our financial leverage
target of between 45 and 50%.

We’ve clearly created significant value and intend to make sure that
our shareholders participate in this success. First, we plan to substantially
increase our dividend this year. In May, we will propose a 30% dividend
increase to shareholders as well as a long-term change to our payout ratio,
extending the defined range from 15 to 20% of net earnings to between
15 and 25% going forward. We are also initiating a share buyback program,
in which we plan to repurchase up to 10% of our shares. We appreciate
the support we have had for our strategy and decisions over the last several
years and understand our responsibilities to shareholders now and going
forward. While share price appreciation will continue to be our most
direct vehicle for delivering shareholder value (in 2004 we were again
among the top three performers in the DAX-30), we believe dividends and
share buybacks are important tools to further increase returns to you,
the owners of our Group.

As I mentioned at the beginning of this letter, 2005 is set to be another
exciting year for adidas-Salomon. The gains we made in 2004 give us power-
ful competitive momentum and we have no intention of slowing down.

T et s
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adidas-Salomon
strives to be the global leader in the sporting goods industry
with sports brands built on a passion for sports and
a sporting lifestyle.

=
We are consumer focused.
That means we continuously improve the guality, loolk,
feel and image of our products and our organizational structures
to match and exceed consumer expectations and to provide
them with the highest value.

>

We are innovation and design leaders
who seel to help athletes of all skill levels achieve
peak performance with every product we bring to the market.

>
We are a global organization
that is socially and environmentally responsible,
creative and financially rewarding for our employees
and shareholders.
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adidas-Salomon: Aligned with the Consumer

Consumer

fashion-conscious consumers  sports lifestyle consumers performance athletes freeride athletes golfers

I | 1 | T

Brands/Divisions ||v_ adidas Sport Style adidas Sport Heritage adidas Sport Performance Salomon TaylorMade-adidas Golf

U

Focused Resources
Marketing
Operations

Sales

Our Strategy
To achieve our goal of leadership in the sporting goods sector, adidas-Salomeon
continually focuses on strengthening and developing our brands. We aim to
maximize consumer impact and enhance brand profitability through the application
of five strategic approaches.
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Brand Strategies
One of the key strengths of our Group lies in the range of our brands.
Each brand, with its own distinct identity, is clearly focused to meet the needs
of a specific sector within the sporting goods market. This differentiation is
crucial and helps us maximize our impact with consumers.
On the following pages you will find a strategic overview of our brands.
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adidas
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adidas Sport
Performance

The largest adidas

division (82% of
adidas sales)
features highly
innovative prod-
ucts for athletes

around the world.

Technological
innovation and a
commitment to
performance are

the cornerstones
of this division.

'.\

_mv

adidas

adidas Sport
Heritage

Once innovative,
now classic,
always authentic.
The Sport Heritage
division (18% of
adidas sales)
extends the unique
and authentic
heritage of adidas
to the sports
lifestyle market.

“7\-
-
adidas

adidas Sport
Style

The Y-3 collection,
designed in
collaboration with
Yohji Yamamoto,
represents the
future of sports-
wear: an original
blend of sport,
fashion and fine
craftsmanship.
With adidas Sport
Style, we address
the cosmopolitan,
fashion-conscious
consumer.
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m Q _ Q as At adidas, our organization is matched to the needs of three groups
of sport-oriented consumers: Our Sport Performance division is aimed at meeting
the sport-specific needs of athletes at all performance levels. Sport Heritage targets
trendsetters seeking sport-inspired streetwear with an authentic origin, and Sport
Style focuses on young cosmopolitan consumers looking for exclusive, fashion-
oriented sportswear products. This three-divisional approach helps us to develop and
market innovative products, to best meet the needs of today’'s diverse consumers.
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adidas Sport Performance: Focusing on Functionality and Innovation

adidas Sport Performance focuses on offering functional and innovative products in all
our sports categories. Our top five priorities are running, football, basketball, tennis
and training. We currently hold the number one or number two position globally in each
of these categories. Exciting new products are introduced within these categories every
season. In 2005, our major initiatives will again include further commercialization of
our key technologies, special attention to the running and basketball categories and the
global advertising campaign titled "Impossible Is Nothing”.

Impossible Is Nothing: adidas’ Attitude Drives Brand Campaign

adidas launched the “Impossible Is Nothing™ brand campaign in 2004 with tremendous
success and we will continue to strengthen this message in 2005. We will present
“Impossible Is Nothing™ in innovative and challenging ways and use it to further inspire
and involve our consumers. As in 2004, we will celebrate the power of sport and
demonstrate our confidence that “Impossible Is Nothing™. The fully integrated commu-
nication campaign will feature numerous adidas athletes from various sports who
share our desire to surpass limits and to challenge the impossible.

New Technologies and Products Support Running’s Race for the Number One
Position

Running is the world’s largest footwear category and an area where adidas has always
been strong. We strive to be the leader in design, innovation, performance and ultimately
in volume. In March, we are bringing a revolutionary product to market: the adidas_1.
It is the first shoe featuring a built-in microprocessor for intelligent cushioning that
automatically and continuously adjusts to the unique needs of individual athletes and
changing surface conditions. In addition, we will expand on our successful technologies
with a new version of the Ground Control System™ in the adiStar Control as well as
new products featuring our successful ClimaCool® and a3® technologies. Additionally,
we will attack the technical running market by further developing our three, strongly
established running families. The adiStar family consists of premium performance
products, built with our newest technologies. The Supernova line includes high-
performance products constructed using our most viable technologies. Finally, our
Response family features performance products with our most commercial technologies.
We will support these innovations and the rest of our strong offering in running with
high-impact marketing and communication around the world. We will create excitement
amongst runners at all levels by providing the most innovative products.
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m d —O MOMN at Salomon, our origins are in winter sports. We are the world’s
market leader in terms of sales and product innovation. To be better seasonally
balanced, we have extended our activities beyond winter sports over the past few
years, taking _mmm_zm positions in cycling, outdoor footwear and inline skating
products. More recently, we have expanded our portfolio of activities to include skate-
boarding and surfing. We believe that consumers are keen to discover new sensa-
tions and new playgrounds - and that every athlete wants to achieve top performance.
We also believe that all consumers deserve the very best in reliability, comfort and
convenience so that they only need to focus on one thing: enjoying sports.

The Group

Brand Strategies
Salomon

Salomon: Accelerating Growth in Soft Goods

Salomon is committed to delivering high-performance hardware, with many innova-
tions coming to market in 2005. These include innovations in all our major winter
categories [see Group Management Report/Outlook]. However, the most important
component of our future growth will also involve expanding our product offering in the
Salomon soft goods categories. In 2005, we will introduce our “"Women Will” collection
targeted specifically at women between the ages of 20 and 35 who enjoy freedom action
sports. The collection will feature unigue styling and characteristics in both footwear
and apparel and will also be strongty linked to our women-specific equipment ranges.

Mavic-adidas Cycling: Capturing Synergies in the Bike Business

Mavic sets the standard as the leading brand for high-end rims and wheels for mountain
and road racing bikes. adidas cycling products were brought into this product unit in
2003, allowing our Group to strategically position itself as an integrated supplier of both
cycling hardware and soft goods. We are expecting to accelerate the growth of this unit
in 2005 both through innovative wheels coming to the market as well as new footwear
and apparel ranges.

Bonfire: The Ultimate in Snowboard Apparel

Bonfire focuses on creating highly technical apparel for snowboarding. It is famous for
its extremely waterproof and highly breathable garments, with features specifically
designed for snowboarding. In 2005, we will introduce new technical innovations and
further expand our women'’s range.

Arc'Teryx: The Reference Brand in Technical Qutdoor Apparel

Arc'Teryx is the reference brand in North America’s outdoor technical apparel market
with a strong track record of product innovation, including technical outerwear, har-
nesses, layering systems and performance backpacks. Looking ahead, we will extend
Arc'Teryx’s success by continuously developing unique and innovative apparel products
for the most demanding outdoor sports enthusiasts.

Cliché: Setting Trends in Skateboarding

Cliché is a leading European skateboard company with strong growth rates over the
last several years. In 2005, our priority will be to further strengthen our international
distribution network to ensure continued growth in this category.
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Global Operations sdiss.

Salomon’s Global Operations division is critical for
coordinating the development, commerciatization and
manufacturing of our products, and it leads our efforts
in supply chain improvement. The adidas-Salomon
supply chain can be divided into two different cycles:
product creation and procurement. The product creation
cycle describes our activities from the initial product
concept to product offering and comprises the design,
development and commercialization of our products.
This part of the process is followed by the procurement
cycle, which includes order management, manufactur-
ing and distribution. We remain committed to making
significant permanent improvements in both the creation
and procurement areas to achieve optimal effects in
terms of quality, costs and delivery performance.
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Strong Initiatives Drive Major Supply Chain
Improvements

In 2004, our focus was on completing the restructuring
of our apparel organization and further rationalizing

of our supply base, especially in light of apparel quota
removals in 2005. Going forward, these efforts are
enabling us to build even more flexible and innovative
supply chain programs to service diverse and dynamic
market demands as well as to take advantage of in-
creasing trade liberalization. We have also been able to
make significant progress in our ability to develop and
commercialize groundbreaking new product technolo-
gies. In 2004, we successfully executed special lead
time reduction projects in both footwear and apparel.
We are now taking many of the learnings on reducing
both development and fulfillment lead times from our
“Apparel Breakthrough” initiative and applying them to
our footwear and hardware processes. Our goal is to
create a world-class supply chain that is reliable and
flexible. To do this, we will make ongoing improvements
in our supply base, increase both lean management
initiatives and investment in cutting-edge technologies
as well as strengthen our on-site presence and quality
programs.

Independent Manufacturers Produce adidas-Salomon
Products

The vast majority of adidas-Salomon products are pro-
duced by independent manufacturers. We provide these
suppliers with detailed specifications for the production
and delivery of our products. In order to ensure the high
quality that consumers expect from our products we
enforce strict quality control and inspection procedures
(see our Social and Environmental Report).

Ongoing Efforts to Further Refine Supplier Base

The relationship to, and quatlity of, our suppliers has
become an increasingly important factor for both the out-
come of our Global Operations activities and the Group's
overall success (see Group Management Report/Risk
Management]. As a result, it is ever more necessary for
adidas-Satomon to play an active role in refining our
supplier base. We work closely with our suppliers on key
initiatives such as boosting efficiency, enhancing man-
agement systems, improving labeling or supporting our
quick response programs in order to better serve our
customers. Benchmark indicators, which combine objec-
tive data, such as quality and delivery performance,

with more subjective ratings such as customer service
orientation and innovation, help us to keep suppliers
focused on our key initiatives. Further, our structure
facilitates a close relationship with our supptiers. We
have cross-functional teams who are on site at the
factories on a daily basis and, in many cases, are based
at the same location as their factory counterparts.

Footwear Production Dominated by Asia

In 2004, Asia continued to be our most important
sourcing region. Approximately 94% of adidas-Salomon
footwear was produced in this region, with China and
Vietnam having been the largest sourcing countries,
representing approximately 55% and 21% of total foot-
wear production respectively. Production in Europe was
4%, whereas the Americas accounted for 2% of our
footwear purchases. The largest footwear factory pro-
duced approximately 11% of adidas-Salomon’s footwear
sourcing volume in 2004.

Growing Importance of Asia for Apparel Production

In apparel, too, Asian countries dominated purchases
in 2004. China and Indonesia were the largest sourcing
countries, representing 20% and 17% of total apparel
production. The remaining 63% was produced in other
Asian countries, Europe and the Americas with 40%,
17% and 6% respectively. The largest apparel factory
produced 6% of our total apparel purchases in 2004.
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Europe lincl. Africa and Middle East)
{1) adidas-Salomon AG Readguariers /// Herzogenaurach / Germany
(2) agidas Internatienal B.V. /// Amsterdam / Netherlands
(3} adidas International Marketing B.V. /// Amsterdam / Netherlands
(4) adidas international Trading B.V. /// Amsterdam / Netherlands
(5) adidas (UK Lid. /// Stockport / Great Britain
(6) adidas Sarragan France S.a.r.l. /// Landersheim / France
(7) adidas Kalia S.r.L. /// Monza / italy
(8) adidas-Salomon Espaia S.A. /// Zaragoza / Spain
(9) Salemeon S.A. /// Annecy / France
{10] Satemoen TaylorMade Lid. /// Basingstoke / Great Britain
(1) Cliché §.A.S. /// Lyon / France
{12) adidas-Salemon Emerging Markets L.L.C. /// Dubai / United Arab Emirates

adidas-Salemon in the World
adidas-Salomon is a global player represented in major markets
all over the world. The Group comprises 110 subsidiaries with headquarters
in Herzogenaurach, Germany. The major subsidiaries are listed above
and highlighted in the world map.
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North America
{13) adidas Salomon Nerth America Inc. /// Portland, Oregon / USA
(14) TaylorMade Golf Co. Inc. /// Carlsbad, California / USA
(15) Are’Teryx Equipment, Inc. /// Vancouver, British Columbia / Canada
(16) Bonfire Snowhoarding, Inc. /// Portland, Oregon / USA

Asia
(17) adidas-Salomon International Sourcing Lid. /// Hong Kong / China
(18) adidas (Suzhou) Co. Lid. /// Suzhou / China
[19) agidas Japan I.IK. /// Tokyo / Japan
(20) adidas {orea Lid. /// Seoul / Korea
(21) adidas Australia Pty. Ltd. /// Mulgrave, Victoria / Australia
(22) Salomon & Taylor Made Co., Ltd. /// Tokyo / Japan

Latin America
(23]} adidas Latin America S.A. /// Panama City / Panama
(24) adidas Argentina §.A. /// Buenos Aires / Argentina
(25} adidas do Brasil Lida. /// S3o Paulo / Brazil

For a detailed list of all adidas-Salomon subsidiaries,
see C tidated Financial Stat ts (IFRS)/Shareholdings.
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OPERATIONAL (ISHILISHTS 2004 /)

MAY /// adidas introduces the first intelligent |
shoe ever, the adidas_1. The adidas_1 features .
a small microprocessor which automatically
adjusts the shoe’s cushioning to running speed
and surface conditions.

AUGUST /// adidas
launches Kevin Gar-
nett’s first signature
collection, including
the "Garnett” shoe.

SPORTING BIGHILIGHTS 2004 /7]

APRIL /// The adidas sponsored
handball team THW Kiel, Ger-
many, wins the EHF Cup, one of
the most coveted handball tro-
phies for club teams in Europe,
for the third time.

_ AUGUST /// The adidas
muo:moﬂma Japanese
football team wins the
o Asia Cup for the second
time in a row.
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JANUARY /// adidas Golf signs a
new, long-term partnership with
the Royal and Ancient Golf Ctub
of St. Andrews as “Preferred
Apparel Supplier” to The Open

i} Championship.

FEBRUARY /// adidas launches its global
brand campaign “Impossible Is Nothing”
featuring among others Muhammad

and Laila Ali, David Beckham and Tracy
McGrady.

MARCH /// adidas
and Salomon
together launch
the revolutionary
Ground Control
System™,

MAY /// TaylorMade presents the new revolution-
ary r7® quad driver featuring TaylorMade Launch s
Control™. It enables the player to match the

driver's launch conditions to his/her individual

swing characteristics by redistributing 24 grams b
of discretionary weight. X

SEPTEMBER /// For the fifth consecu-
tive time, adidas-Salomon is included
in the Dow Jones Sustainability
Indexes [DJSI), tracking the perfor-
mance of the leading sustainability-
driven companies worldwide.

SEPTEMBER /// adidas and Stella McCartney

announce a long-term partnership, present-

ing the adidas by Stella McCartney collection. ﬂ\\ /’%, A
For the first time ever, a high-end fashion
designer has created a functional perfor-
mance range for women. . SRR

JANUARY /// No. 1 ranked FEBRUARY /// At the X-Games in

Justine Henin-Hardenne wins Aspen, Colorado, Salomoen team riders
Karin Huttary and Aleisha Cline take
first and second place in the Skier X,
and Simon Dumont wins the Super
Pipe Contest.

her third Grand Slam title at
the Australian Open. Later in
the year, she goes on to win

Olympic gold in Athens.

MAY /// Kevin Garnett is
named the NBA's Most
Valuable Player for the first
time. In addition, he is the
highest overall scorer in the
league with 1,987 points.

JUNE /// The new r7® quad driver is the No. 1
model on the US and European PGA Tours only
weeks after its launch. During the course of the
2004 season, 14 PGA Tour events are won by
players using the r7® quad, more than with any
other driver model.

AUGUST /// Successful Olympic Games for adidas
athletes bring a total of 101 gold medals, 73 silver
medals and 99 bronze medals. Gold medal winners
include among others: ian Thorpe, Jodie Henry,
Justine Henin-Hardenne, Roman Sebrle and Elena
Isinbayeva.

AUGUST /// Mavic athletes win 80%
of allindoor track medals at the
Olympic Games. Furthermore, Paolo
Bettini and Julien Absalon win gold
in the Olympic road and mountain
bike races, respectively.

ﬁ
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O C ﬁ m j mw ﬁm 2004 was another successful

year for the adidas-Salomon share and our shareholders.
With an increase of more than 30% our share was one
of the top performers in the DAX-30, Germany’s pre-
miere stock index. In addition, the proposed dividend
increase and our extended dividend policy reflect our
efforts to continually enhance value to our shareholders.
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Number of shares outstanding
Ncom average
At year-end 2004
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adidas-Salomon Share Price Performance
Outperforms Major Indices in 2004

The performance of stock markets worldwide was largely
positive during 2004. However, this development was
mainly driven by strong increases at the end of the year.
The development of most major indices was disappoint-
ing throughout the first nine months of the year as a
result of ongoing uncertainties regarding global terrorism
and the geo-political situation in the Middle East as well
as the strong oil price surge and its potential impact on
global economic activity. It was only after a significant
easing of commodity prices had set in that equity markets
began to appreciate significantly during the last quarter
of the year. In contrast, the adidas-Salomon share price
advanced in all four quarters and strongly outperformed
both the DAX-30, Germany’s premiere stock index, as
well as the Morgan Stanley Capital International (MSCi)
World Textiles, Apparel & Luxury Goods Index during the
12-month period.

adidas-Salomon Share Price Advances in Q1

While largely better-than-expected economic data
supported an improvement of the global stock markets
at the beginning of the year, ongoing concerns related to
global terrorism and uncertainties surrounding the geo-
political situation in the Middle East slowed overall
market performance at the end of the first three months
of the year. Nevertheless, the adidas-Salomon share
advanced during the first quarter. After having reached
its year low of € 88.76 in February as a result of develop-
ments surrounding the bankruptcy of a major US sport-
ing goods retailer, disappointing labor market data and a
strong dectine in consumer confidence in the USA, the
adidas-Salomon share price rebounded solidly towards
the end of the reporting period. This was mainly a result
of the positive 2004 outlook in general, and in particular
with regard to the situation in North America, provided
by adidas-Salomon’s Management during the analyst
conference on the occasion of the Group’s final full year
results release in March.
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Membership in High-Quality indices

The adidas-Salomon share is included in a variety of
high-quality indices around the world which act as
indicators for the development of the respective markets
and regions. Most importantly, as one of the 30 largest
exchange-listed companies in Germany, our share is
included in the DAX-30. According to the two key criteria,
market capitalization and 12-month average equity
turnover, our share was ranked number 21 (2003: 23)
and 22 (2003: 19} in the DAX-30 at the end of 2004
respectively, as reported by Deutsche Borse. Our share
is also @ member of the Dow Jones STOXX, the Dow
Jones EURO STOXX and the MSCI World Index as well as
all corresponding sector indices. In addition, the adidas-
Salomon share is a member of the FTSE4Good Europe
Index and was included in the Dow Jones Sustainability
Indexes for the fifth consecutive year. These positions
highlight our successful efforts and ongoing commit-
ment to combine a strong financial performance with the
dedication to environmental sustainability, a positive
relationship with our stakeholders and the determination
to support human rights (see our Social and Environ-
mental Report).

Extensive and Positive Analyst Coverage

In 2004, more than 30 banks published research reports
on adidas-Salomon on a regular basis, reflecting our
relevance and recognition within the financial commu-
nity. The majority of these analysts (61%) issued “buy”
recommendations for our share in their latest publica-
tion during the 12-month period. Another 36% recom-
mended investors to “hold” our share. Only 3% issued a
“sell” rating for our share.
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New Dividend Policy Reflects Commitment to Drive
Shareholder Value

The adidas-Salomon Executive Board will recommend
paying a dividend of € 1.30 for 2004 to our shareholders
at the Annual General Meeting on May 4, 2005. This
represents an increase of 30% versus the prior year and
is the highest dividend in the Group’s history. It reflects
our philosophy of sharing adidas-Salomon’s operational
and financial success with our shareholders. Manage-
ment's ongoing commitment to improving the Group’s
financial condition while also continually increasing
value for our shareholders is also reflected in our new
dividend policy. Going forward, adidas-Salomon intends
to pay out between 15 and 25% of consolidated net
income, representing a significant extension of the previ-
ous range of between 15 and 20%. With a total payout
of approximately € 60 million, this year’s proposal
represents a payout ratio of 19%.

International Character of Shareholder Base
Maintained

Based on the amount of invitations to our Annual General
Meeting in May 2004, we currently estimate that we have
around 85,000 shareholders. According to our latest
annual ownership analysis conducted in April 2004, our
ownership base continues to be very international. The
known institutional investors accounted for 84% (2003:
82%) of adidas-Salomon’s outstanding shares. North
Americans held 28% in 2004, compared to 34% in the
prior year. German institutional investors accounted for
16% (2003: 16%)] of adidas-Salomon’s shares, while other
European investors held 36% of outstanding shares. This
compares to 28% in 2003. Holdings of other international
shareholders remained stable at 4%. Smaller, undis-
closed holdings, which also include retail investors, made
up 11% of the shares outstanding (2003: 13%). adidas-
Salomon Management, which comprises current members
of the Executive and Supervisory Boards, continues to
hold less than 5% in total. Information regarding Directors’
Dealings can be found in the Corporate Governance section
on our corporate website at www.adidas-Salomon.com
and in the Corporate Governance Overview in this report.
In order to provide the opportunity for more investors

to participate in adidas-Salomon’s future performance,
we launched an unrestricted American Depositary Receipt
{ADR] facility in the USA at the beginning of 2005. Since
January 5, adidas-Salomon ADRs trade on the over-the-
counter market.
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adidas teams won the
Eurepean Football Champienships in
1972, 1976, 1980, 1984, 1988, 1996, 2000.
And in 2004, of course.
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adidas - 76 years of writing Olympic history.
1936 Jesse Owens, 1952 Emil Zatopek,
1968 Dick Fosbury/Bob Beamon, 1976 Nadia Comaneci,
1984 Edwin Moses, 2000 lan Thorpe, 2004 Roman Sebrle.
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>
IBLE £5 JUST A BIG WORD THagy
O Y SHALL MEN WHO FIND 1 EASigs
A THE WORLD THEY V BLEN O
L EXPLORE THE POVIER THEY iy
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Take: adidas, great athletes,
fashion icons, pop stars, and a convincing idea.
And you get: a winning campaign.
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Impossible Is Nothing
Our “Impossible Is Nothing” brand campaign brings to life the attitude adidas shares with athletes around the world -

the desire to push ourselves further, to surpass limits, te break new ground. The fully integrated communication
campaign shows the rich stable of adidas athletes including boxing legend Muhammad Ali, long-distance runner Haile
Gebrselassie, football icon David Beckham and NBA star Tracy McGrady, who challenge the impossible by taking risks,
setting new records, changing conventions. The campaign featured athletes from various sports and regions, show-
casing adidas’ unrivaled broad invalvement in sports and our unique relationships with athletes. This campaign has won
99 awards so far, including a Golden Lion in Cannes. “Impossible Is Nothing” will continue to play an integral role in
our 2005 advertising.
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Group Activities
Campaigns
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Stella McCartney
adidas and Stella McCartney entered a long-term partnership and presented the first true performance design
collection for women to over 200 global media representatives in New York in September 2004. The reaction was

overwhelming and the partnership has already received tremendous PR coverage worldwide, including full-page
features in several issues of the style magazine VOGUE.
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Respect ME

The objective of the "Respect ME” concept and collection is to re-establish adidas’ urban street credibility while
simultaneously contemporizing the Trefoil for hip hop’s newer generation. Twenty years ago, Run DMC cultivated the
‘80s hip hop signature style and placed adidas at the forefront of urban athletic and street style. This led to their
legendary song “My adidas”. Today, Missy Elliott and adidas provide a new message based on shared values such as
authenticity, originality and innovation that calls for positivism, empowerment, style, skills, friendship and, above all,
respect.
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Reflection on Instinct

This year’s Salomon winter campaign takes the standards of action commercials to the next level. It unites the values
consumers are looking for in Salomon products such as unrestricted style, sensation and adventure in whatever the
environment in one television commercial. To bring all this to life on the screen, the makers used experimental photo
techniques such as animated picture runs, morphing effects and video. The commercial features Satomon’s world-
renowned ski and snowboard icons, Kaj Zackrisson, Candide Thovex, David Benedek and Torah Bright,
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ForMotion™, Spaceframe™, TLC™ -
just a few of the cuiting-edge
technologies that make adidas-Salemen
the innovation leader.
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adidas_1

The adidas_1 is the first intelligent shoe ever. The built-in microprocessor
ensures that the cushioning level the runner is comfortable with will
always be maintained. It does so by adapting the cushion element in the
back of the shoe via a small motor and a cable to the runner’s weight as
well as the ground conditions.
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Supernova ForMotion™ Wind Jacket

The Supernova Wind Jacket incorporates adidas’ successful ClimaProof®
and ForMotion™ technologies. The radical new cuts and three-
dimensional engineering of our ForMotion™ technology create sculpted
garments that optimize fit and comfort as well as enhance athletic
freedom of movement.
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Salomon Cotton Shirt/Salomon Amphib Capri

The cotton shirt is made of natural fiber which is soft, air-permeable and
durable to guarantee a cool feel and maximum comfort. The Amphib is a
lightweight, quick-dry capri pant that features actiLITE™ fabrics for
wicking and quick drying. Both apparel pieces are from Salomon’s new
“Women Will” collection.




Salomon Course Spaceframe™/Salomon Equipe 10 SC Pilot®

The Course Spaceframe™ features hexagonal holes on the outside of the boot
which soften the shell to provide better control of the turns, while the more
rigid internal shell side allows maximum transmission on the ski edge. The
Equipe 10 SC Pilot?® is a ski for performance skiers that delivers maximum
carving sensation. It incorporates Salomon’s Autocarve, Spaceframe™ and
Pilot® Edge system technologies.
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Group Management Report

2004 was another successful year for the Group in terms of
financial performance. Currency-neutral sales increased
by 7%. In euro terms, sales increased 3% to € 6.478 billion
in 2004 from € 6.267 billion in 2003. The gross margin
improved strongly, increasing by 2.3 percentage points to
47.2%, mainly driven by favorable currency developments,
lower clearance sales combined with higher clearance
margins, our improving product mix and increased adidas
own-retail activities. Despite an increase in operating
expenses, operating profit grew 18% to € 580 million in
2004 versus € 490 million in 2003. Income before taxes
increased 19% to € 520 million in 2004 compared to

€ 438 million in 2003. Reduced minority interests and a
slightly lower tax rate further helped to drive the 21%
growth in adidas-Salomon’s net income to the record level
of € 314 million in 2004. These results reflect increases
which are more than twice as high as the initial earnings
guidance communicated at the beginning of 2004. As a
consequence, basic earnings per share were € 6.88. For
2005, Management has again set ambitious targets includ-
ing a projected mid- to high-single-digit currency-neutral
sales increase and growth of the Group’s net income of
between 10 and 15% on a comparable basis.

80

ECONOMIC AND SECTOR DEVELOPMENT

Robust Economic Development in 2004

Global economic activity was robust throughout 2004. Driven
by a strengthening of domestic demand in many countries
around the world, the pace of global economic activity accel-
erated during the first few months of the year. However, as
a result of renewed geopolitical uncertainties and the sharp
increase in commodity prices, notably oil, the pace of eco-
nomic growth has since moderated gradually, while still
maintaining positive momentum in most regions.

Only Modest Growth in Europe

in Europe, economic activity grew at only a modest pace in
2004. While growth was solid during the first two quarters,
economic recovery slowed considerably in the second half of
the year. Both the extent and the composition of growth
differed widely across the region. While noticeably slowing
in the second half of the year, economic growth was never-
theless strong in 2004 in the UK, France and the region’s
emerging markets. As a result, consumers sentiment
improved significantly in these countries in the course of
the year. In contrast, consumer spending was practically
stagnant in Italy and Germany. In the latter market, both
consumer and business confidence remained depressed
throughout the year as a result of high unemployment rates,
the strong appreciation of the euro and oil price increases.
The region as a whole posted GDP growth of around 2%.

North American Economy Grows Robustly Throughout
the Year

In North America, the combination of ongoing fiscal and
monetary stimuli supported strong growth in private demand
at the beginning of 2004. However, lower-than-expected labor
market data led to a strong decline in US consumer confi-
dence at the end of February. As a result, private consumption
slowed down markedly during the second quarter. While both
consumer spending and confidence rebounded again in the
second half of the year, with the latter reaching its highest
level in more than two years at the end of July, overall eco-
nomic activity returned to lower growth levels towards the
end of the 12-month period. The region’s GDP increased 4%
compared to the prior year, reflecting robust development
throughout the year.

USA European Germany  Japan Asia China Latin
Union [excl. America
Japan|
) 2003
) 2004

YIReal, percentage change versus prior year; 2004 figures are estimated




wauwdolaaag J0pd8s
pue J1wouo0d3
1oday juawabevep dnosg

buijtoday

‘uoibad ayy ut Aysnpul

spoob buipiods ayy jo ymoab pijos peysoddns suonipuod
19%Jew parosdull PpUB WNJUSWOW JIWIOUO023 ‘BI1I3UIY UIleT
u| ‘sjuana Buipods 1eqoib Aq pajsoddns aiam sajes jouedde
acuewloytad ‘uoipppe u| ‘uoibad siyy ul ssanddns spoob
Bunuods 1oy yimoub jo aoinos Asewiid sy} paulewsl 18xJew
1a1edde a)Aysayn ay | "yuawbas ayy ul aundap sajes ajgeadiou
€ 0} Pa] Y2IYym 'palelniesian0 pauiewal 19)J4ew 1eamlooy
oYy ‘Janamoy ‘ueder u| "ygQZ Ul paiesajadde uoisuedxa
11eyal ‘eury) uj ‘syexdew s.uoibas ayj jo jsow ui Anysnpul
spoob bunusods ayy 10j Yyimoub aA0Ip 32U3PIUOD JIWNSUOD
Buiseaidu “yQQz Ul parocsdwll JUBWIUOJIAUS (1B} UBISY Y]

e31IaWY UneT pue eisy ul juawdojarag annjisod Ajabaey

vsn eyl

ur JuBwdolBAp @9 Yim aull Ul ‘%y Jo yimoub Aiysnpui 0y pay
syuawdo)anap asay) ‘saluobaled Yo ul plos sjiun jo Jaquinu
POSESIDUI UB YlIM UOIJBUIQUIOD U "S1BaK 1BI9ASS Ul aWI} 1541}
ayy 40} Aj3sapow pasealdul yoiym sadiud bumas abedaae o
JusWdo)oAap Y} Ul PaIOLIIW OSIE SI SIY] ‘JUSWUOIIAUD 1eUON)
-owoud ss8) pue buibeanosua ue bunrayyal ‘synsal buons
pallodal sianddns pue sisjielad ‘SS8)aylIaAaN |BUUBYD
spoob bunJsods ayy ui szabsaw ayjoad-ybiy om) pue sisyieyal
Anenads anayje solew omy jo Axydnajueq ayy jo ynsal e

SE Pa)EII)IIIL J0}I3S 11BI3J AU} Ul UCIYEPHOSUO0D "YSM) Y] |

adeys pooq ui Anysnpu| spoog buniodsg gn

YN sy u

Jenonued ul 'saibalenys buiorid aaissaabbe 0y pay syl %00z
noybnoiyy ybiy paulewal j1ejal Je S)aAd) AJojuaaul ‘'saliob
-91ed 1onpodd uleyad Joy puewap payh pue sianddns spoob
builiods solew ay} Joj ssaualeme puelq pasesldul sdiysuord
-weyg neqioo4 ueadoiny 700z OYNI Y43N 241 UM Jeadk
ayy burinp sisjiejas jo abuel peouq e je asole jeyy swajqoud
1e15uURUl) 3Y) BuINI31al JUBWUOIIAUS J3XJBW JINIIIP B YIIM
pajuo.juod alam sia)ie}al spoob Huijiods ‘adouny uf suoibal
JUBJ2IHP AY) SSOUIL UBASUN Sem douewoylad ‘ISAaMOH
'y00z Ut Aisanisod padojaaap Asysnpui spoob bunuods ay |

ANsnpuy
spoog bHunuodg ueadouny Joy Jswuodiaug buibuaney)

pua-JayJenb je saje. jodsg;

S8L9'D _ 1G0L0 | 89870 | 8090 48990 | 02890 439
Lyvel | GTGEL  LULEL  OVZel  Le9el  6UEL  _ AdC
vEvEl | 9El el SSlel | vegrl | EIELL 050
0e | v00¢ YO0 p00¢ | Y00¢_. . €00 . .
9jed ajed

sberaay w0 €0 o o abetany

001 = £00Z ‘L€ 48qwad8q “xmu:__.,

ueder Jo JuawLaA0g
'3INYIISU| YdIedsY BI0S PUEB JIWOL0DT :931n0G ‘ueder [
Uo|SSIUWOY ueadouny :334N0G ‘JUOZ 04NT N
pleog 35UIIYU0Y 13MN0S 'YSN [

‘Ayaoe o1sawop A)aAl) alow pue spiodxa

Buouys Ag usAlIp 'ypQz Ul ISNQoJ Ausa sem A13unod siy) ul uols
-uedxa 21WOU0D3 ‘SSa)aYBAaN ek ayl jo Buluuibaq ayy ie
JejnponJed ul ‘panpdns jeymawios paulewsad buipuads Jawns
~U02 "JIZeJg U| "WBWISaAUl ssauisng ul abuns e pue Awouoda
SN 8yl Ul puewsap podwi pasestdul wody bunysuag 'yooz

ul A)gelapISuod palela)adde 0SB ALAIIDE JILOUO0DS "0DIXIN U|
‘puewsap 1eqolb Buousis se 11om se ‘sabem 1ead ut A1anodad e
pue suoi}Ipuod A1ejauouWl 181Sea JO UOII3YYal e Ajulew SI ydiym
‘puewap dnsawop ul dn-¥21d e Aq payoddns ‘soed pided e je
malb Awouoda ay) ‘eunuablay u| "puewap dnsawop Jabuons
01Ul JaAo Buiids Alsnonuiuod saljialgoe Jodxe buolys

Yim Jeak ay) anoybnouyy 1SNqos paulewal WNUusWoW Yimode)
‘uoibau ay3 Joj asE8IDUI U9 %G € Ul bumnsad ‘yopz bulinp
anlisod A1aa a1am s1RUBIS DILIOU0IA0IDRW ‘BDLIBUIY UljeT] Uf

B2143WY UI}BT Ul YIMOIC) DILIou0d] peatdsapip

Y002 Ul %L 40 Yymodb 4q9 paplodad syoym

e se uoibal ay] eak ayj jo pua ay) e )sabuous ay) buleq
yimodb 21wou02a yum ‘Joasmoy 'uoildadxa ayl sem eulyy Jesh
ayy ybnouyy Aempey payead Buiaey Jaye 1eyMsUIOS pasea
ymwodb juodxa ‘seak ayy inoybnouyy buosys aq 0y panunuod
puUBLWIAP D1ISAWOP 3)IYM ‘SJ231enb omy 1sa1) ayy ul Ajjsnqod A1aa
Bulpuedxa a1 1834 Y] j0 By puodas sy} bulinp Ayjenpeub
pajela)32ap AJIAIDR D1WoU02d ‘uoibad ay} Ul S8LIUN0d Jaylo
1S0W U] 103)23s 11odxa a3y} JO UOIJEIOIIS)SP PaYJew e 0} anp
Aurew Jeak ayy 1noybnoay) pamo)s ymmouab 4Qo ‘Jsasmop usq
-waydag Jo pua ayy je saeah 1ybia uey) alow ul a9 15aYbiy
S} paYoeal adUdpHUOd 1aWNSU0D pue passalboid teak ayy

se paseaJdul buipuads Jawnsuod ‘}ayJew Joge) s.Aunod ay)
ul syuawarosdw Apeays Aq uaall(Q 101035 311S8WOp 3y} ojul
Jano panids Anenpedb puewsp jeussixs buosis 'yimoub yuodxs
Ut asid panunuod e Aq pa) Auiew sem juawdolaasp aanisod
si4y 3lIym Leak ayy jo buluuibag ayy 1e yimodb isnqod Apue)
-naied yym ypQz Ul panuiuod uoisuedxa J1WoU0da s ueder

%002 Ul ABU0JIG MOJg SB1LIoU0DT UBISY




GROUP BUSINESS PERFORMANCE

adidas-Salomon Currency-Neutrat Sales Grow 7%

Currency-neutral sales for the Group grew by 7% with increased
sales coming from all brands and all regions. Sales in euro
terms were negatively impacted by the strong appreciation of
the euro versus most major currencies due to the fact that a
large portion of the Group’s revenues are generated in non-
euro currencies. As a result, Group sales increased 3% in
euros to € 6.478 billion in 2004 from € 6.267 billion in 2003.

Brand adidas Leads Segment Growth

From a brand perspective, sales in the adidas segment grew
8% on a currency-neutral basis. In euro terms, sales in-
creased by 5% to € 5.174 billion from € 4.950 billion in 2003.
The main driver of currency-neutral growth was improvement
in the Sport Performance division, in football and atl major
apparel categories. These improvements more than compen-
sated for footwear sales declines in other categories. In
addition, double-digit growth in the Sport Heritage division,
which was driven by increases in both footwear and apparel,
contributed to the overall sales growth at brand adidas.
Salomon sales grew 2% on a currency-neutral basis with
increases coming from both the winter and summer sports
categories. Performance was particularly strong in the
apparel, cycling and nordic categories which more than
offset lower skating and alpine revenues. Sales in euro
terms declined 1% to € 653 million in 2004 from € 658 mil-
lion in 2003. TaylorMade-adidas Golf sales grew by 5% on a
currency-neutrat basis, driven by double-digit increases in
the metalwood and apparel categories as well as solid growth
in footwear. However, these increases were partly offset by
lower irons, putter and golf ball revenues. In euro terms,
TaylorMade-adidas Golf sales declined by 1% to € 633 million
from € 637 million in 2003.
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Net Sales € in millions T

Q1 2004 [ ] 1,623

a1 2003 e 11,669

Q2 2004 [ 11,468

Q2 2003 t

Q3 2004 [ ]1,953
Q3 2003 A 11,853

042004 11,434
Q4 2003

Currency-Neutral Sales in Europe Up 3%

Sales for adidas-5alomon in Europe grew 3% on a currency-
neutral basis. In euro terms, sales also increased 3% to

€ 3.470 billion in 2004 from € 3.365 billion in 2003. This
growth was driven by adidas and Salomon. Sales at brand
adidas grew 4% on a currency-neutral basis and 3% in euro
terms to € 2.947 billion in 2004 from € 2.851 billion in 2003,
primarily as a result of solid growth in the UK, France and
Iberia as well as particularly strong performance in the
region's emerging markets. Salomon also grew, with European
currency-neutral revenues up 3% in 2004. In euros, Salomon
sales increased 2% to € 428 million in 2004 (2003: € 418 mil-
lion). This development was driven by sales improvements

in Austria, ltaly and Eastern Europe. Currency-neutral sales
for TaylorMade-adidas Golf were down 2% mainly due to a
decline in the UK. In euro terms, TaylorMade-adidas Golf sales
remained stable at € 96 million (2003: € 96 million).
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Hardware 19%

Footwear 42%

Apparel 39%

Y
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Currency-Neutrat Footwear Sales Up 1%

Currency-neutral sales of footwear within the adidas-Salomon
Group increased 1%. In euro terms, revenues declined 2% to
€ 2.700 billion (2003: € 2.767 billion). Currency-neutral growth
was mainly driven by the adidas Sport Performance football
category. In other Sport Performance footwear categories,
sales declines were recorded. Strong growth, however, also
came from adidas Sport Heritage footwear. Footwear com-
prised 42% (2003: 44%) of total Group net sales in 2004,
reaffirming its position as adidas-Salomon’'s most important
product category.

Currency-Neutral Apparel Sales Improve 17%

In 2004, apparel sales grew 17% on a currency-neutral basis
reflecting the success of our "Apparel Breakthrough” initiative,
which is aimed at improving performance in this key category
by utilizing cross-functional teams throughout the Group. In
euros, apparel sales increased 13% to € 2.519 billion from

€ 2.222 billion in 2003. This represents 39% (2003: 35%) of total
Group revenues. Positive currency-neutral development in all
major adidas Sport Performance apparel categories as well
as significant increases at adidas Sport Heritage, Salomon and
adidas Golf apparel all contributed to this increase.

Hardware Sales Up 2% Currency-Neutral

In 2004, hardware revenues comprised 19% (2003: 21%) of
total Group net sales and increased 2% on a currency-neutral
basis. In euros, hardware sales declined 1% to € 1.259 billion
from € 1.278 billion in 2003. The primary drivers of currency-
neutral growth were higher football sales at adidas, reflect-
ing the strong response to our product offering related to
the UEFA EURO 2004™ European Football Championships, as
well as increases in TaylorMade's metalwood category due
to the launch of our r7® quad driver. Robust improvements in
Salomon’s nordic and cycling categories were further factors
in this positive development. These increases more than
offset declines in Salomon’s alpine category as well as in
TaylorMade's irons, putters and golf ball business.

Licensee Revenues Decrease Slightly

For some product segments or markets, adidas-Salomon
has license agreements with independent companies, which
manage the design, development, manufacture and distribu-
tion of specific product lines. Currently, adidas maintains
relationships with 19 licensees in 11 countries who, in gen-
eral, source products from local suppliers in their respective
markets. In 2004, net licensee sales decreased by 1% to

€ 538 million from € 542 million in 2003. This decrease is a
result of currency effects and the acquisition of our long-
standing US-based licensee Valley Apparel. On a like-for-like
basis, licensee sales would have risen by 7% in 2004, due
mainly to increases at our licensee in Japan for the distribu-
tion of adidas accessories.

Lower Cost of Sales in 2004

As the vast majority of our products are manufactured by
independent contractors and our own production activity is
very limited, our Group defines cost of sales as the amount
we pay to third parties for expenses associated with producing
and delivering our products. Similar own-production expenses,
although only a small proportion of the Group’s cost of sales,
are also recorded at adidas, Salomon and TaylorMade-adidas
Golf. In 2004, cost of sales was € 3.420 billion, representing a
decrease of 1% from the € 3.453 billion level of 2003. This
decline was realized despite higher Group sales in euros and
reflects favorable currency effects on purchase prices. This is
a result of the fact that 70 to 80% of the sourcing volume was
incurred in US dollars, while the percentage of sales revenues
in US dollars and other non-euro currencies was significantly
lower, with about half of the Group’s sales denominated in
European currencies. Production and material efficiencies also
contributed to this reduction, which was achieved despite
increased costs due to a voluntary product recall in North
America and Asia in the second half of the year.
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Marketing working budget 878
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Marketing overhead 209

L D 194

: 500 E 466
Logistics _H_ 352 _H_
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Sales
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Research & development

Central finance & administration

Other result
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Sporting Events and Strategic Initiatives Drive 7% Increase
in Operating Expenses

Operating expenses, including selling, general and adminis-
trative expenses [SG&A) and depreciation and amortization
(excluding goodwill), increased by 7% to € 2.478 billion in
2004 versus € 2.324 billion in 2003. As a percentage of sales,
operating expenses increased 1.2 percentage points to 38.3%
in 2004 {2003: 37.1%). This development reflects increased
marketing expenditures for the European Football Champion-
ships and the Olympic Games. In addition, operating
expenses were also negatively impacted by the continued
expansion of adidas own-retail activities, the investment in
strategic initiatives in Asia and North America, production-
related restructuring costs at Salomon as well as higher
doubtful debt provisions at TaylorMade-adidas Golf. The
structure of the Group’s operating expenses remained
relatively unchanged in 2004. Marketing working budget,
which consists of advertising and promotional expenses,
represented the majority of these expenses.

Marketing Working Budget Reflects Events

The Group’s marketing working budget increased 9% to

€ 878 million in 2004 versus € 807 million in 2003, mainly as
a result of higher spending at brand adidas. As a percentage
of sales, this equates to 13.6%, an increase of 0.7 percentage
points versus the prior year’s level of 12.9%. The primary
drivers of this increase were expenditures related to the
European Football Championships as well as the Olympic
Games. These investments were taken to further strengthen
the strategic position of the Group’s core brand.

Retail Increases Drive Employee Growth

At December 31, 2004, adidas-Salomon employed 17,023
people. This represents an increase of 9% since the end

of 2003 when the Group employed 15,686 people. New
employees were primarily added in own-retail activities at
brand adidas. At the end of 2004, 45% of our total employees
were women and 55% were men. Of the executive manage-
ment positions, 21% were held by women and 79% were held
by men. Personnel expenses (including production) increased
10% to € 782 million in 2004 from € 709 million in 2003 (see
note 25]. Costs which are directly attributable to production
are included within the cost of sales. Extensive reporting
regarding our employees is included in our Social and Envi-
ronmental Report 2004.

Own retail 23

Sales 17

Logistics 17

Central functions
& administration
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Royalty and Commission Income Grows Modestly

Royalty and commission income increased by 2% to € 43 mil-
lion in 2004 from € 42 million in 2003. On a currency-neutral
basis, and excluding the impact of the acquisition of Valley
Apparel, royalty and commission income would have
increased by 9%. Higher average royalty rates were the main
driver of this improvement.

Goodwill Amortization Up 3%

Goodwill amortization increased by 3% to € 46 million in 2004
from € 45 million in the prior year. The purchase of the
remaining shares of adidas Turkey was the main driver of this
increase. The largest component of the Group’s goodwill
amortization was the approximately € 30 million related to the
1998 acquisition of the Salomon group, which was being
amortized over 20 years until the end of 2004 (see note 11).

Net Financial Expenses Increase

Net financial expenses increased 16% to € 57 million in 2004
from € 49 million in 2003, mainly as a result of positive
effects from the valuation of balance sheet items in foreign
currency in 2003 which did not occur to the same extent in
2004. A slight decrease in net interest expenses to € 58 mil-
lion in 2004 [2003: € 59 million] and an increase in the other
financial result to € 5 million in 2004 (2003: € 0 million] partly
offset the negative effects from the valuation of balance
sheet items denominated in foreign currency. The increase
in the other financial result is mainly due to income from
financial investments, which increased significantly in 2004.

Income Before Taxes Grows 19%

Supported by solid top-line growth, the record-level gross
margin and the resulting improvement in operating profit,
income before taxes (IBT) grew 19% to € 520 million in 2004
from € 438 million in 2003. As a percentage of sales, income
before taxes increased by 1.0 percentage points to 8.0% in
2004 from 7.0% in 2003, reflecting further improvement of
the Group’s profitabitity level.
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FINANCE AND INVESTMENT

Total Assets Increase

In 2004, total assets grew by 6% to € 4.427 billion versus

€ 4.188 billion in the prior year, mainly as a result of invest-
ments in short-term financial assets and an increase in other
current assets.

Receivables Decrease by 3%

Receivables at adidas-Salomon were reduced by 3% to
€ 1.046 billion in 2004 versus € 1.075 billion in the prior year.
On a currency-neutral basis, this represents a decline of 1%
and reflects strict discipline in the Group’s trade terms man-
agement and concerted collection efforts at all brands.

Inventories Reduced by 1%

Working capital management continues to be a high priority at
adidas-Salomon. Inventories at adidas-Salomon were reduced
by 1% to € 1.155 billion in 2004 from € 1.164 billion in 2003,
reflecting a positive development for the fourth year in a row.
Improvements were the result of successful clearance activi-
ties. On a currency-neutral basis, this represents an increase
of 2% and is clearly below our sales growth expectations.

Other Current Assets Increase by 46%

Other current assets increased by 46% to € 378 million in
2004 from € 259 million in 2003. The increase is mainly due
to higher prepayments for promotion contracts and higher
taxes receivable.

90

Short-term financial assets

Accounts receivable

YFor absolute figures see Cansolidated Balance Sheet
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“"Cashand | Netcash  Netcash  Netcash  Effectof  Cashand
cash provided by used in used in exchange cash
equivalents operating i i financing rates on equivalents
at the end activities activities cash at the end
of 2003 of 2004

adidas 75%

"Excluding Headquarter/Consolidation
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Cash Flow Impacted by Cutflows for Short-Term Financial
Assets

The Group's cash provided by operating activities is used for
investing activities, for the reduction of debt and for the
payment of dividends. Cash outflows for investing activities
were € 360 million in 2004, an increase of 51% versus the
2003 level of € 238 million, and included the purchase of
tangible, intangible and financial assets. Spending for prop-
erty, plant and equipment such as investments in adidas
own-retail activities and IT projects increased by € 7 million
or 6% to € 117 million in 2004 from € 110 million in 2003.
Cash outflows for investments in intangible assets increased
by € 6 million or 16% to € 41 million versus € 35 million in
2003, including goodwill resulting from the acquisition of the
remaining shares of Salomon & Taylor Made Japan, adidas
Turkey and adidas Malaysia. The net cash used for acquiring
subsidiaries in an amount of € 10 million in 2004 is related
to the acquisition of the US-based former adidas licensee
partner Valley Apparel and the Dutch logistic services
provider Maersk Ewals Logistics B.V. in 2003, the Group
acquired no subsidiaries. The Group used excess cash in
2004 to purchase highly liquid investment funds for an
amount of € 168 million, more than twice as high as the
prior year’s level of around € 80 million.

Net Borrowings Reduced by € 352 million

Net borrowings at December 31, 2004 were € 594 million,
down 37% or € 352 million versus € 946 million at the end of
the prior year. Continued tight working capital management
had a significant positive impact on this decline. In addition,
positive currency effects contributed approximately 7% or

€ 24 million of the net borrowings improvement. The Group’s
net borrowings reduction represents the fourth consecutive
year of significant improvements and clearly exceeded
Management’s target that was announced at the beginning
of 2004. On the basis of net borrowings, the utilization of
available credit facilities for the Group was 20% at the end of
2004 versus 28% at the end of 2003.

Net Borrowings € in millions
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a Q [ Q aS i 2004, brand adidas sales grew 8% on a
currency-neutral basis as a result of solid growth in all
three divisions. In euros, revenues increased 5% to

€ 5.174 billion versus € 4.950 billion in 2003. adidas gross
margin improved 3.6 percentage points to 44.1% in 2004
from 40.6% in 2003. This positive development reflects
favorable currency effects, lower clearance sales at better
margins, our improving product mix as well as increased
adidas own-retail activities. Operating profit increased 43%
to € 523 million in 2004 versus € 365 million in the prior
year as a result of the sales and gross margin expansion.
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adidas Sales Up 8% on a Currency-Neutrat Basis in 2004

In 2004, currency-neutral sales for adidas grew 8% reflecting
increases in all regions. In euro terms, at € 5.174 billion,
sales were 5% higher than in 2003, when sales reached

€ 4.950 billion.

Football and "Apparet Breakthrough” Initiative Drive
Growth in the Sport Performance Division

adidas Sport Performance is the largest division within the
Group and comprised 82% of brand adidas revenues. Currency-
neutral sales in this division grew 6% in 2004. This represents
an increase of 3% in euro terms to € 4.223 billion in 2004
from € 4.102 billion in 2003. Underlying growth was driven by
double-digit increases in the football category as a result of
the high demand surrounding the UEFA EURO 2004™ Euro-
pean Football Championships in general and our strong
product offering in particular. In addition, strong sales
growth was recorded in all major apparel categories, reflect-
ing the success of our “Apparel Breakthrough™ initiative.
These improvements more than compensated for declines in
other footwear categories. Sales in the division were split on
a relatively equal basis between footwear and apparel.
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Currency-Neutral Sales Grow 4% in Europe

Sales for brand adidas in Europe increased 4% on a currency-
neutral basis. In euro terms, revenues grew 3% to € 2.947 bil-
lion in 2004 from € 2.851 billion in 2003 with solid increases
coming from the UK, France and Iberia. In the region’s
emerging markets, which inctude Eastern European coun-
tries, the Middle East and Africa, revenues continued to grow
at strong double-digit rates, with particularly robust gains in
Russia, where sales increased more than 50%. Increased
focus on key accounts and adidas own-retail activities were
the main contributors to growth in each of these markets.

Currency-Neutral Sales in North America Increase 4%

On a currency-neutral basis, adidas sales in North America
increased 4%. In euro terms, however, revenues decreased
5% in 2004 to € 1.017 billion from € 1.067 billion in the prior
year. This underlying sales development reflects sequential
quarter-over-quarter improvements throughout the year and
is evidence of our successful new distribution strategy and
strong product offering in the USA.

Currency-Neutral adidas Sates Grow 21% in Asia

In 2004, currency-neutral adidas sales grew 21% in Asia. This
represents an increase of 15% in euros to € 968 million from
€ 839 million in 2003. The impressive currency-neutral sales
growth was mainly driven by strong performance in China,
where sales almost doubled in 2004, and Japan. In addition,
many other countries in the region achieved strong double-
digit revenue growth, including South Korea, Taiwan and
Malaysia. This development reflects the strong reception of
our product offering, in particular apparel.

Currency-Neutral adidas Sales in Latin America Up 34%

From a regional perspective in.2004, the adidas brand grew
most vigorously in Latin America where sales increased

by 34% on a currency-neutral basis. in euro terms, sales
improved 25% to € 217 million in 2004 from € 173 million in
2003. Continued strong double-digit growth in Brazil, Mexico
and Argentina was the primary driver of this positive develop-
ment. Sales in the football category were particularly strong
across the region.
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m m —.O 3 O j Salomon sales increased 2% on a

currency-neutral basis in 2004 as a result of higher sales
in the apparel, nordic and cycling categories. In euros,
however, revenues declined 1% to € 653 million versus
€ 658 million in the prior year. Salomon gross margin
decreased 0.4 percentage points to 39.6% of sales in
2004 from 40.1% in 2003. This development was mainly
attributable to negative currency effects. Operating profit
declined 74% to € 9 million in 2004 versus € 35 million
in 2003, reflecting the cost of the production-related
restructuring program as well as unfavorable currency
effects.
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Salomon at a Glance € in millions
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Satomon Currency-Neutral Sales Increase 2%

Salomon sales increased 2% currency-neutral, reflecting
improvements in all regions except Asia. In euro terms, sales
decreased 1% to € 653 million in 2004 from € 658 million in
2003.

Currency-Neutral Revenues Grow in Summer and Winter
Sports

Winter sports product sales, about 67% (2003: 67%) or

€ 434 million of Salomon’s total revenues in 2004, increased
1% in currency-neutral terms largely due to strong growth in
the nordic category despite a decline in alpine products. In
euro terms, however, sales declined 1% to € 434 million
(2003: € 440 million). Summer sports products comprised
33% of revenues in this segment or € 219 million in 2004
(2003: 33% or € 218 million]. Sales of these products grew 2%
in currency-neutral terms and were stable in euros in 2004.
The main drivers of the underlying improvement were higher
sales in the apparel and cycling categories. This more than
offset a decline in the skating categoriy.
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TaylorMade-adidas Golf

In 2004, currency-neutral sales at TaylorMade-adidas Golf
grew 5% as a result of strong development in the metalwood
and apparel categories. In euro terms, however, revenues
declined 1% to € 633 million in 2004 versus € 637 million in
2003. Gross margin increased 1.5 percentage points to
47.0% of sales versus 45.5% in the prior year, driven by im-
provements in all major categories. Operating profit, how-
ever, decreased 11% to € 60 million in 2004 from € 67 mil-
lion in 2003 as a result of increased operating expenses due
to higher provisions for doubtful debt as well as increased
marketing expenditures.
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o:?wa&?ZmC:m_ TaylorMade-adidas Golf Sales Up 5%

Currency-neutral sales at TaylorMade-adidas Golf grew 5%
during 2004 reflecting improvements in all regions except
Europe. In euro terms, full year revenues declined 1% to
€ 633 million in 2004 from € 637 million in 2003.

Currency-Neutral Sales Growth Driven by New Product
Introductions and Expanding Product Lines

Currency-neutral sales improvement at TaylorMade-adidas
Golf was driven by double-digit increases in the metalwood
and apparel categories as well as solid growth in footwear.
The metalwood growth was largely due to successful new
product introductions in this category such as our rev-
olutionary r7® quad driver. As a result, TaylorMade not only
remained world leader in the industry’s largest and most
profitable category but even further strengthened its number
one position in 2004. Apparel and footwear revenue growth
was driven by the continued strength of our ClimaLite® and
ClimaCool® technologies. Sales of irons, putters and golf
balls, however, declined.
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Risk Management e giobat busi

ness landscape of the sporting goods industry remained
highly volatile in 2004 with macroeconomic uncertainties
and rapidly changing consumer preferences. As a result, the
adidas-Salomon Group is continually confronted by a variety
of risks while at the same time exploring opportunities to
maximize earnings and increase shareholder value. OQur risk
management system provides the framework for safeguard-
ing our strong competitive position and for sustaining the
success of our Group into the future.
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Risk Management System - Principles and Process

At adidas-Salomon we constantly strive to improve our opera-
tional and financial performance. This is often associated with
risks that can result from a multitude of causes. The ability to
identify, control and limit the impact of these risks, while
capitalizing on business opportunities, is a constant task of
our leadership and the entire organization. Qur risk manage-
ment is closely linked to each of our core business areas and
is an integral part of our decision-making process. Our risk
management system is composed of the following elements:
- Risk identification: The starting point of our risk manage-
ment is the completion and regular review of potential risk
area profiles. We have identified key risk areas for our
Group, the sporting goods industry and the environment in
which we operate. Specific risks within each of these areas
are reviewed regularly by management at different levels
within our organization.

- Risk measurement: We strive to measure risk in a quanti-
tative manner with an understanding of the potential best
and worst case scenarios and their impact on the short-
and long-term financial health of our Group. Where risks
cannot be quantified, we qualify them with criteria such as
brand strength erosion and level of severity.

- Risk analysis: Risk analysis serves as an important basis
for all our decision-making, whereupon we avoid, reduce,
transfer or accept risk as appropriate.

—> Risk controlling: Risk controlling is also embedded in the
Group's decision-making processes. Resource deployment
or changes in strategic direction are evaluated and
reviewed on a business case basis, which incorporates
relevant risk components. In a quarterly or more frequent
rhythm, we utilize formalized risk and opportunity report-
ing and monitoring processes in conjunction with our
business unit reviews.

—> Risk management: Our global risk management manual is
at the core of our integrated risk management system. The
manual outlines the principles, processes, tools, risk areas
and key responsibilities within our Group.

Overall Risk

Based on the compilation of risks explained within this report
and the current business outlook, no immediate risks have
been identified which could jeopardize the ongoing business
health and viability of adidas-Salomon. The equity capitaliza-
tion and earning power of adidas-Salomon form a solid basis
for our future business development. We have taken appro-
priate precautions against typical business risks that could
negatively affect our financial standing and profitability
situation.
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VALUE CHAIN RISKS

Trade Risks

adidas-Salomon is exposed to risks associated with being
invotved in global trade as most of the adidas-Salomon
products are manufactured in the newly industrialized coun-
tries of Asia. These risks include the intraduction or increase
of import duties or customs tariffs, import restrictions or
quotas and other trade restrictions, political instability, the
ability to recover from natural disasters as well as problems
arising from local production conditions. The business activity
of adidas-Salomon could be significantly adversely affected if,
as a result of trade restrictions or other occurrences, produc-
tion was substantially reduced and adidas-Salomon were
unable to quickly transfer its sourcing to manufacturers in
other countries. adidas-Salomon limits this risk by working
with large, well-financed, industry-leading suppliers, which,
when possible, have facilities in muttiple countries. This
provides flexibility to switch manufacturing within the existing
suppliers from one country to another. However, sourcing
from Asia also opens opportunities for the Group if trade
restrictions are abrogated as in the case of cancellation of

textile export quotas between WTO member countries in 2005.
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Supplier Risks

The vast majority of adidas-Salomon products are produced
by independent factories in accordance with our technical and
design specifications. Their delivery performance, pricing and
product quality are critical to adidas-Salomon. Most of these
manufacturers are based in Asia, especially China, Indonesia,
Vietnam and Thailand, and in Turkey (see our Social & Envi-
ronmental Report]. If adidas-Salomon were prevented from
purchasing footwear from our largest supplier or from one of
the three largest source countries, this would have a material
impact on the Group’s ability to meet consumer demand at
least in the short term. adidas-Salomon limits this risk by
having a balanced portfolio of suppliers with most being large
and well-financed and therefore able to expand production
capacity quickly should the Group need to sever its relations
with a specific supplier.

Customer Risks

Changes in the competitive environment among customers,
in particular the increasing consolidation in sporting goods
retail, have the potential to impact our business. As an
example, the advanced consolidation in the US market puts
considerable pressure on gross margins for all suppliers in
that region. adidas-Salomon limits this risk by servicing at
least ten key accounts per region to avoid a dependency on
one single retailer. As a result, no single customer accounted
for 10% or more of our overall net sales in 2004. However, a
strong reduction of business with these retailers coutd
adversely affect Group sales and profitability. In addition, if
any major customer became insolvent or otherwise failed to
pay its debts, it could have a negative impact on profitability.
To minimize the risk, the Group utilizes rigorous credit
processes and adequate provisioning for bad debts.

OPERATIONAL RISKS

Brand Image and Marketing Expenditure

The success of our Group depends to a large extent on the
image of our brands and our capabilities to market products
that meet consumer preferences. Therefore, adidas-Salomon
spends a significant amount on marketing activities which is
mainly dedicated to advertising and contracts with federa-
tions, clubs and athletes. The Group endeavors to minimize
the risk resulting from the high absolute level of marketing
spending with several actions. Firstly, adidas-Salomon con-
ducts market research and trend marketing in the areas of
design, quality and image, which is integrated into the Group’s
long-term strategic marketing planning. Secondly, to limit the
risk associated with sponsorship contracts and campaigns,
the Group approaches all major contracts and sponsorship
agreements with a profit center mentality, working with top-
tier marketing and advertising agencies to understand all
associated costs/benefits. And thirdly, virtually all contracts
include performance incentives and the opportunity for
adidas-Salomon to terminate the agreement under certain
circumstances such as drug abuse.
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OTHER RISKS

Financing and Liquidity Risks

Although the Group's tevel of debt has been considerably
reduced in the past years, we still believe it is always prudent
to ensure sufficient refinancing possibilities on an ongoing
basis. During the last few years, adidas-Salomon has diversi-
fied its financing instruments to reduce our dependence on
traditional bank financing. Therefore the Group initiated a
multinational ABS program and German and Belgian com-
mercial paper programs, and also issued a convertible bond
as well as several long- and medium-term private place-
ments. However, along with the continuing reduction of our
net debt position, our exposure to refinancing risks has
declined significantly in recent years. As a result, the Group
has terminated the € 300 million Belgian commercial paper
program as well as the multinational ABS program. In addi-
tion, we did not utilize our German commercial paper pro-
gram during 2004. In December, adidas-Salomon mandated a
group of banks to arrange a syndicated loan facility in the
amount of € 800 million. The purpose of the transaction was
to replace the medium-term lines, which the Group had
terminated in the summer of 2004, at more attractive terms,
thus helping to further improve adidas-Salomon’s financing
structure. Due to the Group’'s operations around the globe,
operating cash is spread over different locations. Wherever
possible and economicatlly feasible, cash is concentrated
centrally.
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Investment Risks

As a result of adidas-Salomon’s strong cash creation and the
continuous improvement of its debt position, the Group has,
as at December 31, 2004, invested € 259 million into a variety
of conservative investment funds. A major decline in the value
of these funds could lead to a reduction in the Group’s overall
assets. To minimize the related risk, adidas-Salomon diversi-
fies its investments in several respects. The investments
may be made directly, such as via a purchase of bonds, or via
externally managed funds. Permitted asset classes include
bonds and bond funds, absolute and total return funds, funds
of hedge funds and open-end real estate funds. The Group
applies amount limits for each investment, but also for each
of the asset classes and for the employed individual asset
management teams. Direct deposits with banks require a
minimum “A-" rating of Standard & Poors or a comparable
rating of another leading rating agency. adidas-Salomon is
advised in its investment decisions by a leading independent
consulting firm for such services.

Legal Risks and Risks from Regulatory Environment

As a global corporation, adidas-Salomon operates under a
wide variety of legal and regulatory frameworks. Finding
solutions for various legal matters in numerous countries
entails risk for the Group, especially in the formulation of
contracts, the protection of intellectual property, the resolu-
tion of legal issues and the taking of legal action. Based on all
outstanding litigation, we believe that the foreseeable liabili-
ties resulting from any claims will not materially affect the
consolidated financial position of the Group in 2005 and
beyond. adidas-Salomon operates in multiple jurisdictions
and virtually all adidas-Salomon entities in the respective
countries receive goods and services from affiliated and third
parties abroad. These cross-border transactions may be
challenged by the respective revenue and regulatory authori-
ties, which could lead to additional liabilities and business
disruptions. Further, a significant change in the geographic
mix of the adidas-Salomon business as well as changes in
tariffs, tax rates and regulatory restrictions in individual
countries could affect the profitability and business prospects
of adidas-Salomon. Internal and external specialists are
assigned to mitigate and resolve the above-mentioned issues.
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O U .m” _.O @) VA 2005 is set to be another strong year for

adidas-Salomon. The Group’s positive financial performance
in 2004 as well as our strong product pipeline and marketing
initiatives give us confidence that we will again be able to
deliver positive top- and bottom-line performance this year.
Macroeconomic signals indicate that the global economy and
the sporting goods sector are likely to offer a mixed but
slightly less stimulating environment in 2005. However,
strong backlog development, high expectations for adidas
own-retail activities and retailer feedback for all our brands
support the Group’s mid- to high-single-digit revenue
growth expectations on a currency-neutral basis. As a result
of continued gross margin strength and improved operating
expenses as a percentage of sales, we also intend to further
expand our operating margin and deliver net earnings
comparable growth of between 10 and 15%.
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Global Economy Likely to Decelerate in 2005

Economic activity in 2005 is likely to be characterized by
regional discrepancies and to decelerate from 2004 levels.
In Europe, for example, GDP is expected to increase by
around 2%. Growth will be driven overproportionately by the
emerging markets of Eastern Europe. In Western Europe,
little change is expected in the region’s high unemployment
rates, which continue to negatively impact household
incomes, consumer confidence and consumer spending. In
addition, exports are likely to be negatively affected by the
anticipated further strengthening of the euro and the slowing
pace of world trade. In the USA, GDP growth of around 3% is
projected. This represents a slowdown from 2004 levels as

a result of declining fiscal and monetary stimuli, and increas-
ing pressure on long-standing trade imbalances with other
regions. However, a more competitive export environment
driven by the weaker US dollar, robust business investment
and expected employment increases is likely to prevent the
economy from decelerating too rapidly. In Asia, economic
prospects are strongest, with China likely to perform particu-
larly well {projected GDP growth: 8%). Nevertheless, growth
rates in most countries are expected to decline modestly,
mirroring the global slowdown in export demand. In Japan,
for example, GDP is expected to grow approximately 1%,
reflecting the likely impact of tax increases on consumer
spending. The region as a whole is nevertheless expected

to grow robustly by 6% driven by stronger domestic demand
as a resutt of higher disposable income. In Latin America,
regional growth is expected to average 4% in 2005. Further
strengthening of investment and consumption activities in
many of the region’s countries is expected to be the major
contributor to this improvement.

Mixed Outlook for Sporting Goods Sector

The sales outlook for the sporting goods sectar is also mixed
for 2005. In Europe, tough overall retail market conditions
are expected to spill over into the sporting goods industry
during the first six months of the year in the absence of major
sporting events which could spark interest in the sector.
Retail consolidation is atso likely to continue. In the second
half of the year, however, increasing excitement around the
2006 FIFA World Cup™ is expected to support growth in the
sporting goods market. In the USA, recent rationalization
within the retail sector and greater distribution differentiation
among suppliers is expected to help higher product sell-
throughs and increasing profitability within the industry. In
Asia, market conditions will support further retail expansion
in 2005, which is currently the strongest growth indicator in
the sector. And in the region’s most important market, Japan,
footwear sales are expected to improve versus the depressed
2004 level and apparel sales will continue to perform solidly.
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Strong Backlogs Support Mid- to High-Single-Digit Sales
Growth Expectations for Brand adidas

adidas backlogs at the end of 2004 increased 9% versus the
prior year on a currency-neutral basis. In euro terms, this
represents an increase of 7%. Apparel backlogs grew 14% on
a currency-neutral basis (+12% in euros), highlighting the
strength of our "Apparel Breakthrough” initiative. Footwear
backlogs grew 7% in currency-neutral terms {+4% in euros),
reflecting improvements in many categories, in particular
Sport Performance basketball and Sport Heritage products.
As a result of the strong product pipeline outlined above, our
excellent order book and vigorous growth expectations for
our own-retail activities, we expect mid- to high-single-digit
currency-neutral sales growth for adidas in 2005.

Salomon Brings Major Innovation to Both Summer and
Winter Categories

The major top-line initiative at Salomon this year will focus
efforts to increase our presence in the women's athletic
market. With our "Women Will” campaign, we will dramati-
cally increase our women-specific product offering and
communication. We expect this to impact sales in the soft

and hard goods categories. Sales growth is also expected in
the cycling components category. In the winter business,

we will be releasing two major ski system innovations. The
Scrambler™ Hot and Crossmax® V12 will help drive improving
sales in the alpine category. Because of the strong seasonality
of Salomon’s business and the often short-term nature of
orders within the winter sports industry, we do not provide
backlog information for the Salomon family of brands. Never-
theless, initial feedback from retailers suggests that Salomon
currency-neutral sales are likely to grow at mid-single-digit
rates in 2005.

110

 — Totat
EEEN Footwear
L1 Apparet

At end of quarter, change year-over-year

Development of adidas Order Backlogs by Product Category and
Region? in %

Development of adidas Order Backlogs by Product Category and
Region, Currency-Neutral® in %

............................. Europe  North _ ___Asia ____Total
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New Irons to be Launched at TaylorMade-adidas Golf

At TaylorMade-adidas Golf, we are introducing the next
generation of rac™ irons to the market in 2005, including the
0S, LT and TP Forged. This is the second largest golf hard-
ware category and one that we aspire to lead within the

next three years. New product extensions are planned in the
all-important metalwood category and our Clima® concept
will be extended in both the footwear and apparel categories.
We will also introduce Maxfli's new BlackMAX® gotf ball.
Because backlogs are measured differently in golf than in
other parts of our business, we do not provide order infor-
mation for TaylorMade-adidas Golf. However, based on trade
show performance and ongoing dialog with customers, we
are confident that TaylorMade-adidas Golf sales will grow at
mid-single-digit rates on a currency-neutral basis in 2005.
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Group Gross Margin Remains at High Level

We are committed to being among the industry leaders in alt
measures of profitabitity. And as a result of these regional
developments, we expect adidas-5alomon to again deliver
visible profitability improvements in 2005. The increased
proportion of own-retail activities, our improving product mix
and lower clearance sales will continue to be important
factors supporting our high gross margin. We anticipate that
the stronger euro will continue to positively impact sourcing
costs and therefore further support gross margin strength,
albeit at a lower level than in 2004. As a consequence, we
are confident that the Group’s gross margin will exceed our
medium-term targeted corridor of between 45 and 46%.

Own-Retail Activities Expected to Drive Personnel
Increases

In 2005, we expect personnel to grow modestly at a level very
comparable to that of the prior year. Own retail is again
expected to be the major area of increased personnel. Per-
sonnel expenses lincluding production) are expected to grow
in line with the number of newly hired employees.

R&D Spending to Remain Focused on Technological
Innovations

In 2005, adidas-Salomon will continue to spend around

€ 90 million on research and development associated with
new products. Areas of particular focus include running,
basketball and football at brand adidas, as well as winter
sports and golf hardware at Salomon and TaylorMade-adidas
Golf respectively. Design-related expenses, which are sepa-
rate from but often tightly integrated with research and
development spend, will also remain at a similar level versus
the prior year. The number of employees working in R&D,
product development and supporting functions will remain
relatively stable at approximately 1,000 in 2005.

Record Operating Margin Targeted

Despite increased costs associated with the accelerated
expansion of adidas own-retail activities, we expect continued
savings in operating overheads to provide leverage within our
operating expenses. Consequently, we are also projecting
further operating margin expansion, which is our most impor-
tant internal measure of operational success. In 1997, the
Group achieved an operating margin of 9.2%, never reached
again since. In 2005, we will surpass this barrier on our way
to achieving a 10% operating margin in 2006.

Profitability to Improve at adidas and TaylorMade-
adidas Golf

In 2005, we expect profitability to increase at both adidas and
TaylorMade-adidas Golf as a result of stable to slightly
improving gross margins as well as lower operating expenses
as a percentage of net sales. At Salomon, gross margin is
likely to remain under pressure due to the brand’s European-
dominated sourcing structure. Profitability, however, shouid
also improve.

Net Income to Again Grow at Double-Digit Rates

We expect overproportionate growth in net earnings for the
fifth consecutive year. The combination of top-line improve-
ment, a high gross margin and an improving operating margin
will help us achieve comparable earnings growth of between
10 and 15% versus the 2004 tevel of € 314 million.

Grossmargin . 2h60%
Operatingmargin e ..292%
Net income growth 10-15%
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Corporate Governance

114

CORPORATE GOVERNANCE OVERVIEW

Ensuring responsible and value-oriented corporate manage-
ment is a major focus of our corporate culture and embraces
all areas of our Group. In 2004, we continued to strengthen
our corporate governance activities with a focus on enhancing
shareholders’ rights. The election of a new Supervisory Board
was one of the most significant events of 2004 in terms of
corporate governance. The following section summarizes the
Group's activities concerning corporate governance with
special emphasis on the remuneration structure of both the
Supervisory Board and the Executive Board. It also includes
our Declaration of Compliance 2005 with the German Corpo-
rate Governance Code as well as an outline of which addi-
tional recommendations we intend to follow in 2005.

Enhancing Shareholders’ Rights

It is extremely important to us that our shareholders actively
participate in the activities of adidas-Salomon. With this in
mind, we put a high priority on providing relevant information
and on enhancing transparency. Through extensive investor
relations work, we strive to keep our shareholders regularly
informed about the latest financial and strategic development
of our Group.

Improving Participation at Our Annual General Meeting

The Annual General Meeting (AGM] is the most important
platform for shareholders to exercise their formal rights.
However, due to the very broad and international nature of
our shareholders and the amount of time involved for some
foreign investors to access all information related to the AGM,
the voting rate at our AGM has been below our expectations in
the past. In 2004, we concentrated our efforts on promoting
AGM participation. We again offered a video transmission of
the AGM in its entirety in German and English on the corpo-
rate website. The transmission included not only the prepared
Management comments but also the following discussion
between our shareholders and the Management. We also
made it possible for those shareholders who were not able to
attend the meeting in person to give their voting rights to
proxies appointed by adidas-Salomon. This could be done in
writing or via the Internet until the end of the AGM general
debate. Our efforts paid off as we were able to improve the
voting rate by 7 percentage points to 28%. However, we
remain determined to increase the participation in our AGM
even further over the next few years and this will continue to
be a priority in 2005. All documents related to this corporate
event and more information about participation and voting at
the AGM are available on a dedicated section of our website or
can be obtained from our Investor Relations Department. The
next AGM will take place on May 4, 2005, in Firth, Germany.
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Structure of Executive Board Remuneration

In accordance with its Rules of Procedure, our Supervisory
Board has assigned matters relating to the compensation
structure of the Executive Board to its General Committee. As
this system has proven successful, the General Committee
that also deals in detail with the performance of the Executive
Board members will continue to discuss and resolve upon

the structure of compensation of the Executive Board. The

compensation structure is based on the Group’s economic

and financial position and the outlook of the Group. Criteria
for determining the level of Executive Board compensation
include the responsibilities and the contribution of the
respective Board member, his personal performance as well
as the performance of the entire Executive Board. The remu-
neration of the members of the Executive Board comprises
the following components:

—> A fixed component which is paid monthly.

- Avariable component in the form of a performance bonus,
which is paid out following the end of the year and is
dependent on individual performance and the Group’s
results. The variable component also comprises a further
bonus under a Long-Term Incentive Plan (LTIP], the
amount being linked to the attainment of certain goals
during a three-year period. This bonus is dependent on the
accumulated earnings improvement [income before taxes)
in the period 2003 to 2005 and the earnings increase in
2005 versus the prior year. Provided the targets are
achieved, payment will be made following approval of the
consolidated financial statements for the year ending
December 31, 2005. The allocation to the accrued expenses
is shown as variable remuneration.

- Benefits in kind, such as a company car, etc.

- Stock options, which were granted under the Management
Share Option Plan (MSQOP) adopted by the Annual General
Meeting on May 20, 1999 and amended by resolution of the
Annual General Meeting on May 8, 2002 and May 13, 2004,
as a compensation component with a long-term incentive
effect and with risk character.

According to a resolution passed at the Annual General
Meeting in 1999, a maximum of approximately 10% of
the total issue volume was granted to Executive Board
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members. The stock options were given out in tranches

and are exercisable over five years fallowing a two-year

vesting period, provided that at least one of the following
performance objectives has been attained:

-> During the period between the issue and exercise of the
stock options, the stock market price for the adidas-
Salomon share has increased by an average annual rate
of at least 8% (“absolute performance”).

- Between the issue and exercise of the stock options, the
stock market price for the adidas-Salomon share has
grown by an annual average of 1% more favorably than
the stock market prices of the major competitors of
adidas-Salomon globally and in absolute terms has not
fallen [“relative performance”).

Compensation from the stock option plan consists of a

performance discount which is composed of the absolute

and relative performance components.
The variable components are structured in such a way as to
represent a clear incentive to achieve the defined goals.

Executive Board Remuneration in 2004

The compensation of the Executive Board, which we report in
total as we believe that a disclosure of the individual compen-
sation does not provide relevant additional information for the
capital markets, amounted to € 15 million in 2004. The num-
ber of outstanding stock options held by current members of
the Executive Board as at December 31, 2004 totaled 53,000
options. 77,600 options were exercised in 2004 by the current
members of the Executive Board and the retiring member.
Due to the fact that all stock options available under the
Management Share Option Plan have been distributed, no
further stock options were granted to the Executive Board in
2004. As all stock options were granted prior to the amend-
ments made to the Code in May 2003, a possibility of limita-
tion {cap) for extraordinary, unforeseen developments does
not exist. In addition, we believe that the Management Share
Option Plan features such challenging exercise hurdles that a
limitation is unnecessary. No members of the Executive Board
were granted loans by adidas-Salomon in 2004.

) 2004 2003

Cash compensation 11437 7.308
Fixed components ) i 314 3,108
_Variable components: ) o ) o
_Performance bonus o 3,466 3,450
LTIPY . ) 4550 750
wm:m its in kind ) o ) ) 239 159

VAccrued expenses, which will be paid out upon attainment of certain targets
following approval of the consolidated financial statements for the year ending
December 31, 2005
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Supervisory Board Report
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Dear Shareholders,

In the year under review, we performed our tasks as defined
by German law and the Articles of Association. We regularly
advised the Executive Board and monitored the Group's
management. The Executive Board kept us regularly informed
about the position of the Group, corporate policy and matters
relating to major business transactions by means of detailed
verbal and written reports. We were directly involved in all
decisions of fundamental importance.

In 2004, five joint meetings of the Supervisory Board and
the Executive Board and one constituent meeting of the newly
elected Supervisory Board took place. The external auditor
KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft
Wirtschaftsprifungsgesellschaft, Frankfurt am Main
("KPMG") attended the annual financial statements meeting
and the meetings where the quarterly financial statements
were presented. At four of the six Supervisory Board meetings
in 2004, the meeting attendance rate of the Supervisory Board
members was 100%. One Supervisory Board member was
unable to attend two of the Supervisory Board meetings due
to urgent business commitments elsewhere. The Supervisory
Board approved urgent transactions in two resolutions by way
of circular vote. Furthermore, as Chairman of the Supervisory
Board, | also maintained regular contact with the Executive
Board between the Supervisory Board meetings and was kept
well informed about the current business situation and major
business transactions.

Main Topics Covered by the Supervisory Board

The development of sales and earnings of the adidas-Salomon
Group and the individual operational units and the Group’s
financial position was the subject of regular consultations
within the Supervisory Board. At the beginning of the year,
we approved the annual budget and investment plan for the
adidas-Salomon Group for 2004. In this context, we also
discussed in depth the development and future business
strategy of the adidas operational unit in North America.
Furthermore, we amended the Rules of Procedure of the
Supervisory Board to the effect that the General Committee is
now comprised of an equal number of representatives of the
shareholders and the employees. The related supplementary
election was conducted. In March, the main focus of our
consultations was the financial statements and consolidated
financial statements for the year ending December 31, 2004,
and the proposed resolutions to be put to the Annual General
Meeting. At the meeting in May, we discussed the results for
the first quarter and reviewed progress of the "Winning in
Europe” program which aims to achieve significant cost
savings as well as both sales and earnings growth. In August,
we focused on the financial statements for the first half year.
The Executive Board reported to us in detail about business
development of the adidas brand and its positioning in Europe
and North America. At our meeting in November, the Execu-
tive Board informed us in detail about business development
of the adidas brand in Asia and Latin America, as well as the
“Vision Asia” and “Latin Conquest” projects aimed at driving
substantial sales and earnings growth. At this meeting, we
also approved the annual budget and investment plan for the
adidas-Salomon Group for 2005.

Committee Activities

In the year under review, the Supervisory Board had three
standing committees. The members of the respective com-
mittees are shown in the Supervisory Board overview.

The General Committee dealt with personnel matters
related to the Executive Board, including the compensation
system and the Long-Term Incentive Plan, on six occasions
in 2004.

The Audit Committee met three times in the year under
review. The members discussed in detail the financial state-
ments and consolidated financial statements for 2003, dealt
with the quarterly reports for 2004 in depth and gave extensive
consideration to exchange rate impacts on sales and earnings.
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Supervisory Board

Henri Filho

Chairman

French, born in 1931

Management Consultant

— Deputy Chairman of the Supervisory Board, Salomon S.A.,
Metz-Tessy, FranceV

— Deputy Chairman of the Supervisory Board, Groupe Venddme Rome S.A.,
Paris, FranceV

Dr. Hans Friderichs

Deputy Chairman

German, born in 1931

Management Consultant

— Chairman of the Supervisory Board, allit AG Kunststofftechnik,
Bad Kreuznach, Germany

- Chairman of the Supervisory Board, Goldman Sachs Investment
Management GmbH, Frankfurt/Main, Germany

—> Chairman of the Supervisory Board, Leica Camera AG, Solms, Germany

- Deputy Chairman of the Supervisory Board, 1IC The New German Lander
Industrial Investment Council GmbH, Berlin, Germany"

- Chairman of the Supervisory Board, Racke-Dujardin GmbH & Co. KG,
Bingen, Germany"

-> Chairman of the Supervisory Board, C.A. Kupferberg & Cie. KGaA, Mainz,
Germany

- Member of the Supervisory Board, Schneider Electric S.A,,
Paris, France®

Fritz Kammerer?

Deputy Chairman
German, born in 1945
Chairman of the Central Works Council, adidas-Salomon AG
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Sabine Bauer?

German, born in 1943
Team Leader Quality Service Systems, Global Operations,
adidas-Salomon AG

Dr. iur. Manfred Gentz

(as of May 13, 2004)

German, born in 1942

Former member of the Executive Board of

DaimlerChrysler AG

-> Member of the Supervisory Board, Deutsche Bérse AG,
Frankfurt/Main, Germany

— Member of the Supervisory Board, Hannoversche Lebens-
versicherungs AG, Hanover, Germany

~> Member of the Supervisory Board, Ziirich Beteiligungs-AG
(Deutschland), Frankfurt/Main, Germany

- Member of the Supervisory Board, DWS Investment GmbH,
Frankfurt/Main, Germany

—> Chairman of the Supervisory Board, DaimlerChrysler France Holding
S.AS., Rocquencourt, France®

— Member of the Supervisory Board, DaimlerChrysler Services AG,
Berlin, Germany? (until December 15, 2004)

—> Deputy Chairman of the Supervisory Board, DaimlerChryster Bank AG,
Stuttgart, Germany3! (untit December 15, 2004)

—> Chairman of the Supervisory Board, EHG Elektroholding GmbH,
Frankfurt/Main, Germany® (until December 15, 2004)

lgor Landau

(as of May 13, 2004]

French, born in 1944

Member of the Board of Directors, Sanofi-Aventis S.A_,

Paris, France

-> Member of the Supervisory Board, Dresdner Bank AG,
Frankfurt/Main, Germany

— Member of the Supervisory Board, Allianz AG, Munich, Germany (as of
December 20, 2004}

Roland Nosko?

las of May 13, 2004)

German, born in 1958

Trade Union Official, IG BCE Trade Union, Headquarter

Nuremberg, Germany

— Member of the Supervisory Board, BP Gelsenkirchen GmbH,
Gelsenkirchen, Germany

~> Member of the Supervisory Board, CeramTec AG, Plochingen, Germany
(as of October 28, 2004)

Hans Ruprecht?

German, born in 1954
Sales Director Customer Service, Area Central,
adidas-Salomon AG

Willi Schwerdtte

(as of May 13, 2004]

German, born in 1953

General Manager, Procter & Gamble Holding GmbH,

Schwalbach am Taunus, Germany

~> Member of the Supervisory Board, Procter & Gamble Manufacturing
GmbH, Schwalbach am Taunus, Germany?

Heidi Thaler-Veh?

German, born in 1962
Member of the Central Works Council, adidas-Salomon AG

Christian Tourres
French, born in 1938

Former member of the Executive Board of
adidas-Salomon AG

Klaus Wei3?

German, born in 1958

Trade Union Official, IG BCE Trade Union, Headquarter

Hanover, Germany

-> Member of the Supervisory Board, Wohnungsbaugesellschaft mbH
Gliick Auf Brambauer, Linen, Germany i
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mew Ccu .ﬂ _<® w Om _)Q Our Executive Board is

comprised of five? members who reflect the diversity and
international character of our Group. Each is responsible for
at least one major business unit within the Group.
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Herbert Hainer

Michet Perraudin

Erich Stamminger

L

9»:: Bennett

,zoE:‘._‘. Stalker

Herbert Hainer

Herbert Hainer was born in Dingolfing, Germany, in 1954.
Following his business studies, Herbert Hainer spent eight
years with Procter & Gamble in various sales and marketing
positions. He joined adidas Germany in 1987 and has held
numerous management positions within the Group, including
Managing Director Germany and Senior Vice President for
Sales and Logistics in Europe, Africa and the Middle East.
Herbert Hainer joined the Executive Board in 1997 and
became CEOQ and Chairman of the Executive Board of adidas-
Salomon AG in 2001. He is married, has two daughters and
lives in Herzogenaurach.

Herbert Hainer is also:

— Member of the Supervisory Board, Bayerische
Versicherungsbank AG, Munich, Germany

— Deputy Chairman of the Supervisory Board, FC Bayern
Miinchen AG, Munich, Germany

- Member of the Supervisory Board, Engelhorn KGaA,
Mannheim, Germany

Glenn Bennett

Glenn Bennett was born in New Hampshire, USA, in 1963.
With a degree in computer science, he began his professional
career with Reebok International Ltd. in 1983, where he
worked for ten years in various operations and product func-
tions. tn 1993, he joined adidas AG? as Head of Worldwide
Development. He was appointed to the Executive Board in
1997 and is responsible for Global Operations activities.
Glenn Bennett is married and lives in Portland, Oregon.
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tive Board Statement

cecutive Board of adidas-Salomon AG is responsible for the compilation, completeness and

icy of the Group’s annual consolidated financial statements, the description of the economic
pment and the Group Management Report as well as the other information presented in

nual report. The cansolidated financial statements 2004 were prepared in accordance with
ational Financial Reporting Standards (IFRS) adopted by the International Accounting

ards Board (IASB). The consolidated financial statements also comply with § 292a German
iercial Code (HGB), which exempts adidas-Salomon AG from the obligation of reporting

lidated financial statements under German GAAP. The Group Management Report additionally
ies with the requirements of the German Commercial Code [HGB).

) ensure accuracy and reliability of the underlying information, the content of the consolidated
ial statements is based on the information reported in accordance with Group-wide guidelines
are consistent for all companies inctuded in consolidation. The integrity of the reporting

s and risk management systems is safeguarded by internal control systems established under
rection of the Executive Board which is in compliance with the German Act regarding the

L and Transparency of Company Divisions (KonTraGl. These control systems form an essential
f our value-oriented management style. As a consequence, a true and fair view of the Group's
ial position, results of operationis and cash flows and its reporting thereon is assured and the
tive Board is in a position to recognize potential investment risks and negative developments at
ly stage and take appropriate countermeasures.

1 accordance with a resolution adopted by the shareholders at the Annual General Meeting in
KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft Wirtschaftsprifungsgesellschaft,
furt am Main, was appointed by the Supervisory Board as independent auditor to audit adidas-
on’s consolidated financial statements and Group Management Report contained in this annual
. The Supervisory Board examines the consolidated financial statements, the Group Manage-
Report as well as the audit report at its meeting on the annual consolidated financial state-

. The results of these reviews are described in the Supervisory Board Report.

genaurach, February 18, 2005

4 90

rt Hainer /// CEQ and Chairman Robin J. Stalker /// Chief Financial Officer

| Analysis

e Board Statement
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S

s-Salomon AG, a listed German stock corporation, and its subsidiaries design, develop, pro-
and market a broad range of athletic and sports lifestyle products. The Group’s headquarters
rcated in Herzogenaurach, Germany. adidas-Salomon has divided its operating activities by

r brands into three segments: adidas, Salomon and TaylorMade-adidas Golf.

adidas branded products include footwear, apparel and hardware, such as bags and balls.
roducts are designed and developed by adidas and are almost exclusively manufactured by
ontractors on behalf of adidas.

Salomon branded products include ski and snowboard equipment (skis, snowboards, boots
indings), technical outdoor appare! as well as hiking boots and inline skates which are

ned and manufactured mainly in France, Italy and Romania. Mavic products include rims and
s for mountain bikes and road racing as well as gears. The Bonfire brand offers snowboard
rel and streetwear. Cliché is the brand for skateboard equipment and apparel. Arc'Teryx is
alized in technical outerwear, performance backpacks and climbing equipment.

TaylorMade develops and assembles or manufactures high-quality golf clubs, balls and acces-
s. adidas Golf branded products include footwear, apparel and accessories. Maxfli is special-
n golf balls and golf accessories.

General

iccompanying consolidated financial statements of adidas-Salomon AG [in the following also
Company”) and its subsidiaries (collectively the “adidas-Salomon Group”, “adidas-Salomon”

e "Group”) are prepared in accordance with accounting principles adopted by the International
unting Standards Board [International Financial Reporting Standards - “IFRS”). The Group

ed all International Financial Reporting Standards and Interpretations of the International
cial Reporting Interpretations Committee effective as at December 31, 2004 and 2003
2ctively.

In 2004, the new and revised standards IFRS 3 (issued 2004) “Business Combinations”, IAS 36
ed 2004] “Impairment of Assets” and IAS 38 (revised 2004] “intangible Assets™ were adopted
| acquisitions on or after March 31, 2004. The adoption of these standards in 2005 will impact
ompany’s financial position significantly, as scheduled goodwill amortization is no longer

ed.

As of January 1, 2005 the Company will adopt the revised IAS standards resulting from the
ovement Project, revised standard 1AS 39 and new standard IFRS 2 “Share-Based Payment”. It
ieved that these standards will not have a material impact on the Company'’s financial position,
ts of operations or cash flows.

an Statutory Reporting

“ompany does not prepare consolidated financial statements under accounting principles
rally accepted in Germany [German GAAP} pursuant to the exemption in § 292a of the German
mercial Code (HGB).

2 /// Summary of Significant Accounting Policies

The consolidated financial statements are prepared in accordance with the consolidation, account-
ing and valuation principles described below.

Principles of Consolidation
The consolidated financial statements include the accounts of adidas-Salomon AG and its signifi-
cant direct and indirect subsidiaries, which are prepared in accordance with uniform accounting
principtes.

A company is a subsidiary if adidas-Salomon AG directly or indirectly controls the financial and
operating policies of the respective enterprise.

The number of consolidated companies evolved as follows for the years ending December 31,
2004 and 2003 respectively:

Three subsidiaries have not been included in the consolidated financial statements in 2004
(2003: four subsidiaries), since they have little or no active business and are insignificant to the
Group’s financial position, results of operations and cash flows. The shares in these companies are
accounted at cost.

A schedule of the shareholdings of adidas-Salomon AG is shown in Attachment | to these
notes. A collective listing of these shareholdings in accordance with § 313 section 4 of the German
Commercial Code will be filed with the Commercial Register at the Local Court in Furth (Bavaria).

Consolidation of equity is made in compliance with the book value method by offsetting the
initial investments in subsidiaries against the relevant equity portion at fair value held by the parent
company as at acquisition date.

All significant intercompany transactions and balances, and any unrealized gains and losses
arising from intercompany transactions are eliminated in preparing the consolidated financial
statements.
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ment Property Held-for-Sale
ment property held-for-sale is measured initially at cost. For subsequent measurement, the
applies the cost model.

rty, Plant and Equipment
rty, plant and equipment are stated at cost less accumulated depreciation. Depreciation is
ited on a declining balance or straight-line basis on usefut lives as follows:

Amortization is calculated on a straight-line basis with the following useful lives:

Goodwill
Patents, trademarks and concessions

Software

O T TS et oo et et 2 o 5-20
ent, machinery and furniture and fittings 2-10

-xpenditures for maintenance and repairs are expensed as incurred. Significant renewals and
vements are capitalized.

‘ment

event that facts and circumstances indicate that the costs of long-lived assets are impaired,
luation of recoverability is performed. An exceptional write-down is made if the carrying

1t exceeds the recoverable amount.

ce Leases

er a lease agreement substantially all risks and rewards associated with an asset are trans-
to the Group, the asset less accumulated depreciation and the corresponding liability are
rized at the fair value of the asset or the lower net present value of the minimum lease
nts.

vill and Identifiable Intangible Assets

-ed goodwill and intangible assets are valued at cost less accumulated impairment losses and
ization respectively.

>oodwitl is the excess of the purchase cost over the fair value of the identifiable assets and
ies acquired. Goodwill arising from the acquisition of a foreign entity and any fair value
ments to the carrying amounts of assets and liabilities of that foreign entity are treated as

. of the reporting entity and are translated at exchange rates prevailing at the date of the
consolidation.

Expenditures for internally generated intangible assets are generally expensed as incurred
since they do not qualify for recognition.

Goodwill arising from acquisitions before March 31, 2004 is amortized on a straight-line basis.

Goodwill arising from acquisitions on or after March 31, 2004 is only tested annually for
impairment as the Group applied IFRS 3 in combination with |AS 36 [revised 2004) on these
acquisitions.

Goodwill has been allocated for impairment testing purposes to six cash-generating units. The
Group’s cash-generating units are identified according to brand and region of operations in line with
the internal management approach. adidas-Salomon has thus defined the four regions in the
adidas segment (adidas Region Europe, North America, Asia and Latin America) as well as the two
segments Salomon and TaylorMade-adidas Golf as the relevant cash-generating units.

The segments Salomon and TaylorMade-adidas Golf acquired the remaining shares of
Salomon & Taylor Made Co. Ltd. (Japan), adidas Region Europe acquired Maersk Ewals Logistics
B.V,, adidas Region North America acquired Valley Apparel Company and adidas Region Asia
acquired the remaining shares of adidas Malaysia Sdn. Bhd. after March 30, 2004 (see also note 4).

From January 1, 2005 scheduled amortization of goodwill is ceased and goodwill is tested
annually for impairment, and additionatly when there are indications of potential impairment.
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ons and Similar Obligations

sions for pensions and similar obligations comprise the provision obligation of the Group

- defined benefit and contribution plans. The obligation under defined benefit plans is deter-
I using the projected unit credit method in accordance with I1AS 19 (revised 2000]). The Group
not recognize actuarial gains or losses of defined benefit plans as income and expenses
ding to the corridor approach of IAS 19.92 (revised 2000) within the range of 10% of the

nt value of the defined benefit obligation.

Jnition of Revenues

are recorded net of returns, discounts, allowances and sales taxes when title passes based
> terms of the sale.

Royatlty and commission income is recorded based on the terms of the contracts.

tising and Promotional Expenditures

ction costs for media campaigns are shown under prepaid expenses until the advertising
place for the first time, after which they are expensed in full. Significant media buying costs
roadcasting fees) are expensed over the original duration of the campaign on a straight-line

“romotional expenses, including one-time up-front payments for promotional contracts, are
sed pro rata over the term of the agreement.

st
st is recognized as an expense or income as incurred.

e Taxes

nt income taxes are computed in accordance with the rutes for taxation established in the
ries in which the Group operates.

'he Group computes deferred taxes for all temporary differences between the carrying

nt and the tax basis of its assets and liabilities and tax loss carryforwards.

Deferred tax assets arising from deductible temporary differences and tax loss carryforwards

exceed taxable temporary differences are only recognized to the extent that it is probable that

mpany concerned will generate sufficient taxable income to realize the associated benefit.

r Compensation Benefits

options have been granted to members of the Executive Board of adidas-Salomon AG as well
the managing directors/senior vice presidents of its affiliated companies and to further

- executives of the Group in connection with the Management Share Option Plan (MSOP} of
s-Salomon AG. The Company has the choice to settle a possible obligation by issuing new
s or providing the equivalent cash compensation. When options are exercised and the Com-
lecides to issue new shares, the proceeds received net of any transaction costs are credited
re capital and capital surplus, and no personnel expenses are recorded. In the case of a cash
ment, the difference between the exercise price and the fair value of the shares is debited to
e.

Long-Term Incentive Plans

The Group has established various long-term incentive plans which offer key employees cash and
share-based compensation, including stock appreciation rights ("SARs”). Compensation costs for
the difference between the exercise price and the fair value of the SARs are recognized in the
financial statements when the SARs are exercised.

Use of Estimates

The preparation of financial statements in conformity with IFRS requires the use of assumptions
and estimates that affect reported amounts and related disclosures. Although such estimates are
based on Management's best knowledge of current events and actions, actual results may ulti-
mately differ from these estimates.

3 /// Framework for Accounting Policies in accordance with IFRS and Explanation of Major Differ-
ences compared with German Accounting Policies

The major differences between the accounting policies and consolidation methods according to
IFRS and German law as set out in § 292a section 2 No. 4b of the German Commercial Code (HGB)
are outlined below.

a) Framework for Accounting Policies in Accordance with IFRS
The accounting policies of entities in accordance with IFRS are based on the objective of providing
investors with decision-relevant information.

Based on the assumption that decision-relevant information should be provided to investors, it
follows that accounting policies should be aimed at showing an entity’s operating results, rather
than determining the amount of distributable profits, whilst bearing in mind the need for protection
of creditors.

As a rule, accounting policies in accordance with IFRS have a lower level of prudence than
German accounting policies, which leads to the following major differences:

—> Minimization of possibilities for establishing and releasing hidden reserves.

~> The consistency requirement (recognition, valuation, classification, consolidation) is to be strictly
followed; changes in accounting policies are only permitted if it can be proven that the change
leads to an improvement in the fair presentation of the financial statements.

~> Economic substance has precedence over legal form. The principle of substance over form has a
stronger influence in accounting policies in accordance with IFRS than in German GAAP,




JUSWSIE)S Je1duRUl4 PBJepIIOSUO)

RIDURUIY

"sslie(pisqns ou pasinboe uowoles-sepipe ‘g0z Ul
‘pabueyoun usag aaey PINOM 3WODUI 18U PUEB UON)IG #g%7°9 3 U33Q dARY PINOM
sa)es 1au dnoug ‘ypQz ‘| Alenuer uo palinado pey %00z ‘0 Yd4eW Jalje suonisinboe yie §y
B3k 11Ny 8y} 10§ PaAIadal
pIAIP Buliapisuod uomiw %' 3 Jo unowe ue Joj ‘(Auewsag) uabumnid ‘Hqwg sbunpiapjaqgisods
BUWIJS JO saueys jo % |G Bulutewsds ay) plos uowoleg-sepipe 'yOpz ‘L€ 48qUIadaQ 9ANDYT
uomiw g 3 sem y0p¢ Jequiadsg
0} 180330 woJy pousad ay) Joj dnodg ay) 10} 3WOIUI }BU JRUCHIPPE 3Y] "UOIjIW £ 3 O JUnowe
10} "y00zZ ‘v 18Q0100 3ANI3Y43 saleys Jo ooy buluiewsad ayy buiseysund Aq ‘andwinT eleny pyg
G eisAejep sepipe ‘eisAejeln ul AJeipisqns sy jo diysiaumo 1)nj pawinsse uowojeg-sepipe
7007 Jeqwadsq 0y Aing woly porsad ayy Joy dnodg sy3 oy uoniw g 3
40 535507 19U panqrIuod AIeipIsSqns sy "UOHIW G 3 JO JUNOWE Ue 10J 'YIpJaoky ‘['A'g SadIAIBG
21151607 sepipe 0} paweuald) ‘A'g S211s1607 s1BMJ YSIaely ‘spuelIaylaN ay) Ul Japiacad 9dIAIdS
SNOYaJem Jawloj s jo diysIaumo 1)nj pauINSSe UOWOleS-SepIpe ‘yO0z ‘0E SUNf 9ANDaYT
002 Joquiada@ 0y aunr wodj posad ay) Joj dnodg ayy 0] UOIIW £°0 F JO SISSO] 12U PBINGIIIL0D
Adeipisqns ay| -saliossadde pue jauedde anbes) jeuoissajold pue a1e1687109 JO J0INQLIISIP pue
oud e st jaseddy A3118A 00T 'y SUN( SAIISHD 'UONIIW G F JO JUNOWE U 1D} SBURYS 3] JO %001
inboe Aq ‘syonpoud sepipe Joy @asuadl) Buipueys-buoy syt (ySn) emo| 'spidey Jepan ‘[ou} wea]
e 0] psweudlt) Auedwos jaaeddy A3)1BA JO 10J1UOD pawINSse UoWO)eS-Sepipe ‘Ajjeuociippy
uoniiw G'Z 3 sem y(QQg Jaquada(g o} Aepy wody polsad ayy Joj swodul
U s,dnolg syl 0} UOIINGIIJUED JEUOIPPE Y| "UON]IW | 3 JO JUNOWIER UB 10} 9,/8 44 0} PaSLAIIUI
diysiaumo s°y°S UOWDIES ‘7002 JO J1BY PUOIIS Y} JO 8SIN0D 3y} Ul 'ypZ '0Z Aew uo ade)d
} PAAIBIA SI9PUI)Y 10 JUBWIBIBS US40 3y} 0) Joud 947" 4/ UI0JY %D0)S UOUWILLOD JO %L 44 O 'PY]
pEN J01AB] 1B UOWOIES Ul dIYSIaUMO S "yY'S UOWOIES PASeaIdUl SIY] "UOIIW 47 3 JO JUNoWe ue
| sadeys |9¢'2ZL e paseyoind uowo)eg-sepipe ‘(ueder) 0fyo] 'p3 0] ape 10jAR] %} UOWORG
10 saJeys uowwod Buipuelsino Butulewsd 11e 1oy 18}J0 13pUB) € JO 3SINOD 3} U|
‘uoniw gl 3 o junouwle
ue 4o} ‘Auedwod Buipedy ysipang paist) e “gy 1adedi) an ikeues wiklg Jodg Wasy woly saleys
 u,6% Buluieway ayy Buiseyound Aq ‘Jnquess| Gy BWElIBZE] 9A SIIBG 11813WdZ|E W Jodg Sepipe
‘Aax4n] ur Aseipisgns sil o diys1aumo |)nj paWNSSe UOWO|eS-SEPIPE ‘Y07 ‘97 YDIBW AI1I344T

salleIpisqng Jo jesodsiq/uoijisinbay /// &

‘A)inbas suapyoy

-a1eys pue j12yided Ajued-paiyy usamiaq wayl ajesedas e Se UMOYS aq 1snw A3y ] "}13ays aduejeq
1epil0su0d 3y} Ul Alinba siapjoyaleys dnoug jo yied se papn)oul aq Jou AW S1Sa13jul Aoy
B ENENTT WS TR

"}@ays aouejeq

Ul ases) ay) aziubodsas 0y pasea) Buiag wa) ayy o asn ayy wouy Buisiue saijiunytoddo pue sysid
eys Jolew ayi sey snyj Yya1ym pue J3UMO 31WOU0I3 3Y) 51 Ydiym Ajred 1ENoEIU0D ay) salinbau
| J0SS3) Byl JO URY) Jayjel 83553) 8Y) JO 193yS aduejeq ay) ul paziubodal buleq swa) pases) 0}
US1J0 JJow sjuBWaALINbaL Sy 4| 'suoisinord Buises) paseq-xey URULIBY O 3SN 31} 0} 15eJIU0D U]
sasean J0j buipunodoy

‘paniwaad jou aue
s)enuaoe jeulalu) sanJded paiy)y 0 suonebiqo 1aaod 03 dn 13S 3q AjUo Aew S1ENIIIE PUB SUOISIACIY
S]ENJIIY PUB SUOISIACL 13Y)Q

‘saiteidyauaq jo dnoib siyy 1oy papasu
suoisiacld ayy buluapisuod uaym pasn ag pynoys sajes uolienydonyy sjerrdoiddy "siaquiaw awayos
w029 A3y} SB U0OS Se $3lieId|BuUaq 10) PAIEINIIED 3Je suoIsiaodd UoISUdd (9153 B9 §) Auewtag

ur sasodund xe} 1oy pasn 94,9 3y) wodj Ajuedijiubis Jajp ued Sa81ed 8SaYy ) "SJUNOWE 3y} JUNOISIP

0) Pasn ale sajel 1saJdajul 1ayJew eyde) "awayds ayy Japun saileidyauaq o3 Ainiqen uoisuad ayy
Bunejnaes uaym pasapisuod ase abe ajqeuoisuad jiun sasealsul Aiejes pue abem payadxy

‘panwtad

10U S| [915F - 19V XE] SWO0dU) URWIAY B9 §) poylaw Jewlou-abe-A1jus paseq-xe) uewag

3y} Jo asn) “poyiaw 1patd yun pajaaloud sy buisn Apelaen)oe pajeindied ale suoisiaold uolsuad

SUOISIAGIH UOISUad

‘uol1ezJowWe pajnpayds adinbas sadiod Bununodoe
uewag “suonsinbae asay) uo (ypZ P3SIASL) 9€ SYI YHM UOIIBUIQUIOD Ul £ Gy 4| pandde dnolg ayy
se Juawidiedw) 10 Ajjenuue palsa) Ajuo s 700z ‘0 YaJe J3ye suoijisinboe wouy buisiie 11mpoog

Nimpoog

"ayerdosdde §1 umop

uaylm ale pue Ajaejnbad uoljezijead 119y J0j PIMBIAIL A1B S)}ISSE XB) PaLIdja(] "S19SSEe Xe) PalIdap
Se pajdd)jal 9q 0} SNy} aue yoiym pue sasodind xey Joy spyoud ainyny jsuiebe 135440 aq ued Yaiym
‘spaemuojhiied sso) xej o) sandde osye siyy “Juaixa |4 418y} 0} PapNIdUl 8q ISNW S}aSSE XE) patlaja(
saxe] pa.JajaQ

"S31)1INJa5 918S-10)-9)qe|leny &~

"abpay e yuassidas Jou op A3y} JU3IX3 3Y} 0} SJUSWINUIISUI |RIDUBUL BABAIIS(] &

's31311gel} pue sajqealadad Aduannd ublaloq &

:ajep buijooq ayi 1e ajes abueyoxa ayy buisn ypm pasedwod yyosd paznealun  ue 0} Spes)

SIY} J1 uaAl sajed abueyoxa ubiaioy pus-aeak Bunieaasd je paje)sued) ale swayl 3days aouejeq bul
-M0]10} 8y "S8SED UlB)IaD Ul JUSLIIIE]S 3WO0dU! 3y} Ul papnjdul 8q jsnw syjoid  pazijeaqun saidiod
Bununodde ueWIBY 0] }SEUIL0D U ‘GY4| Jo 1ued dyyidads e s1 aydipuiad uoneziieas ay) ybnoyyy
JUSWILIS SWODU| Y} Ul PapN)dU| SIIJold Pazealun

1SMO1]0} SE ade dnoJg ay) JO SJUBUISIR)S |BIDURULY PAIEPNOSUOD BY) ul satdnod buunodoe
uewag Yym paiedwod §y4| yum asuepiodde ul 5312110d buijunodde ul sadualayp Jolew ayg
salod

6ununoddy uewsag yum pasedwod saidnod bununoddy ul sasuasayiq Jolew jo uondiidsaq (q




S TO THE CONSOLIDATED BALANCE SHEET

“ash and Cash Equivalents

and cash equivalents consist of cash at banks and on hand as well as short-term bank

its.

'he increase in cash and cash equivalents is mainly attributable to increased short-term bank
its.

>hort-Term Financial Assets

-term financial assets are classified as available-for-sale investments with fair value changes
nized in the income statement as incurred. They mainly comprise investment funds as well as
table equity securities.

\s a reaction to the significant decline in debt, the Group has continued its financial invest-

. Investments have increased by € 170 million to € 259 million at the end of 2004. The diver-
ion of asset classes has been continued and investments are held mainly in the following
ories: total/absolute return funds, bond funds, funds of hedge funds, real estate funds and

[he majority of marketable securities relates to commercial paper and certificates of deposit.

\ccounts Receivable

nts receivable are as follows:

8 /// inventories

Inventories by major classification are as follows:

Finished goods and merchandise on hand_ 838,794 846589
Goods in transit and advance payments T g 0ag T 511475
o TRERRARERMI e

Goods in transit mainly relate to shipments from suppliers in the Far East to subsidiaries
in Europe, Asia and the Americas. The allowance for obsolescence mainly relates to inventories
on hand.

9 /// Other Current Assets

Other current assets consist of the following:

Receivables from non-consolidated affiliated companies 349 103

Prepaid expenses relate mainly to promotion agreements and service contracts.



>uB|Rg PRIEPIIOSU0Y) 3Y) 03 SAION
JUBWIEIG |BIDUBULY P3IEPIOSUOD

/ JeroueULy

‘(spueldayIaN] ‘A'g sansibo] sjem3 ysisey
pue [ySn) 191eddy Asyjep Jo uonisinboe ayy se 1am se (eisAele) "pyg "ups eisAelep sepipe pue
er) "p1] “0J apep J0jAe| B UOWOIES '[ASXIN] ) 'S’y BWElIBZRJ 2A SI1BG lIB)awaz|ep Jodg sepipe
) saleys buluiewsy ayy jo aseyound s dnotg ayj 03 se1e134 ‘Ss046 ‘JImpoob ul eseasdul ay |

"(€Z ®10U 995) S9I0U SAY) Ul papnoul
0s]e s suondo 1sau91ul pue AJUS.IND SB 119M SB $}IBJIU0D piemio) Buipiebal uonewloju)

0 ‘ uoneaidag

sjesodsig

SPUBSNOY) Ut 3 111MP009

“AQey| pue wnibjag/spueliayiaN ‘pueieaz Man/BIBIISNY ‘'S81RIG pajiun
ul salleipisqns pue dnodb uowojes ay3 jo suonisinboe s dnodg ayy 0y sayeas Aluewiid 11Impoog

nmpoog /// LL

‘Kyannnoadsad
£00Z PUe 7007 'L¢ Jeqwadaq Buipus siesh ay) Joj von)iw £8 3 sem asuadxa uoljedaldaQ

£ cY'gYy uonelnaidap paje|nwinIde 1597
L L
£ 866°GSE sbuiy pue aanyiuany quawdinba Jayip
T R e ¥ pew pue Juawidinba jeatuyss)
G . Sbupwmapuepuer
,,,,,,,,, mmmw,,xi}?..z.;.:.!;Ii?-,,!.Z..i1!..;.;.‘.l.!.::.,!.....Zs..4..3.:..;1.,‘i.::;t:;i,;f.
u. {.....;mnl.wm.m_,!..,,...::::..;-,-.,-.,:..;-1i..,,::.!,x...fi.;,.;,.;.?.f;,;.:..:;,.:,ff...i..:;f:.!..

:Buimo) 04 ay) Jo isisuod yuawdinba pue yeyd ‘Alaadouig

wawdinb3 pue jued ‘Aaadoad /// 0L

1SMOY)0} SE S| S350 uclisinboe ayy jo Juswdo)aaag
"p10S 9q 0} pue) 3y} Jo Juswdo)sAsp 3y} YIM UOIIIBUUOD Ul PAIINIIO0 YDIYm ‘$asuadxa pazi
-1eyided se ))am se pue) ay] Jo SIS0D UonIsINboe ayy sapn)dul aes-Joj-p1ay Auadoad Juawnsaaug
‘sJeak G| IXau ayy uiyiim 1nddo
0) pajdadxa s eale 21a)dwod ay) jo Jjes pue Juswdolarsp ay| ‘este Buisnoy ayj ul puey jo sadaid
1BJBA3S P10S A9 “Y00Z U| "Z00Z Ul PAPII8P SB AF9 JO 1041U0D 34} J3PUN UONEZIRIDIZWWOD pU. Jus
-dojaaap ay3 ansand 0} gQz Ul panuijued dnolg ay} ‘anjea }9yJdew ajeiudoirdde ue a1n2ss 0|
‘junowle oana uonw ubip
-2)1qnop-pIW B 3q PJN0D pPuB] ay} JO anjea Jiey ayj jey) sajewnsa dnoig ay) ‘1ansamoy Anented Auo
1s1xa sywaad Buipying pue uejd Juswdo)aasp buipuiq e pue padojaaap Ajjnj 124 Jou Si pue) ay) se
‘aLUI} JWaLIND 3y) Je Ajgenal pauluLIa)ap aq jouued Aluadoad Juswisaaul S1Y) JO SNIEA dlej 3y |
'sSuoiIpuod paulwJiajapald je
yoeaneuafoziay Jo umoy 8y} 0} puej jo 3331d JJewsS B 13jSuUkl} 0} SE 1]9M S SaInseaw Juawdojansp
pue Buluado palyidads ayelsspun 0} Sey A3 '8J0WIAYIIN “(S81B)D8Y €] Seale J3Y)0 pue (Sale1dsy
) eate ongnd e ‘[Sale}day 4] BAJR |RIIISNPUI UE ‘(Sale}day | £) eale Buisnoy e ojul ynds ag 0}
S pue) Siy) ‘100z Jaquiadaq Uy yoeaneuaboziay o umoy ay) yum paubis * joenuo) ubiseq uequn
ay} 0y Buipaoddy "P1oS @q 0] SI pue Saleday L/ JO 9ZIS B sey ‘uowojeg-sepipe Ag papaau jou ‘lued
Buiuiewaus ay| yuswdinba pue jueyd 'Aysadouad sepun papnjoul st pue * sliodg jo pliop, Si8yiend
-peay |BUOI}BULS]UI S UDWO|BS-SEPIPE J0 JusWdOo)3A3p 8y} 10) 85N Ul S| pue) ay;} jo jued sug
‘8661 W [SAUBYS Y] JO 904 J0 uonisinboe ybnoayy) ybnog sem ‘gy
'07) @ HqW yoeaneuaboziay yeyasyasabsyonispunig A39 ayy Aq paumo ‘pue) siyy "yseaneuaboziay
Ul aseg 0zJaH, Jawuoj ayj Jo pue) jo syled o) saje)ad a)es-10)-pjay Aluadoud jusunsanu|




sets and Goodwill Acquired after March 30, 2004 € in millions 14 /// Other Non-Current Assets

...................................................................................................... Other non-current assets consist of the following:

ments to fair value of net mw,mmﬂmmnnc?ma ) (6] e L 2004 2003

‘_Nm:o:.o* intangible assets 0

Goodwill amortization expense was € 46 million and € 45 million for the years ending De-
er 31, 2004 and 2003 respectively; thereof approximately € 30 million for the years ending
nber 31, 2004 and 2003 relate to the acquisition of the Salomon group.

'Other Intangible Assets

intangible assets consist of the following: Prepaid expenses mainly include prepayments for long-term promotional contracts and
service contracts {see also notes 22 and 31).

................................................................................. Dec.31  Dec.31  15/// Borrowings and Credit Lines
e meeeeeennn 290 2003 In response to the decline in net borrowings by € 352 million to € 594 milion in 2004 from
...................................................................................................... € 946 million in 2003, the Group has terminated its € 300 mitlion Belgian Commercial Paper Pro-
re, patents, trademarks and concessions, gross 238,888 228,816  gram and its multinational ABS Program. Additionally, the € 750 million German Commercial
ccumulated amortization 142,683 125,133  Paper Program was not utilized in 2004.

With settlement on October 8, 2003 adidas-Salomon issued a € 400 million convertible bond
e payments, net TTTTTmmmmmmmmmmmmmmmmmmmmmmmmmmmme w7 114  through its wholly owned Dutch subsidiary, adidas-Salomon International Finance B.V., guaranteed
ntangible assets, net by adidas-Salomon AG. The bond was issued in tranches of € 50,000 each with a maturity up to 15

years. The bond is, at the option of the respective holder, subject to certain conditions, convertible
from and including November 18, 2003 up to and including September 20, 2018 into ordinary no-
intangible asset amortization expense was € 33 million and € 28 million for the years ending par-value bearer shares of adidas-Salomon AG at the conversion price of € 102.00 which was fixed
nber 31, 2004 and 2003 respectively. upon issue. The coupon of the bond is 2.5% and is payable annually in arrears on October 8 of each
year, commencing on October 8, 2004. The bond is convertible into approximately four million no-
par-value shares.

'Long-Term Financial Assets

term financial assets include a 10% participation in FC Bayern Miinchen AG of € 77 million
 was concluded in July 2002. This participation is recorded at cost including transaction costs,
s equity security does not have a quoted market price in an active market and other methods
sonably estimating fair value as at December 31, 2004 and 2003 were inappropriate or

rkable. Additionally, financial assets comprise shares in unconsolidated affiliated companies

' million and € 3 million at December 31, 2004 and 2003 respectively.

ong-term financial assets further include investments which are mainly related to a deferred
ensation plan (see note 18]. These are mainly invested in insurance products and are measured
~value.




JuejEg PIJEPHOSUOD) BY] 0} SAJON
zcwEw“m«m 1EIDUBULY P3IEPIOSU0D

‘(£Z 210U 935) Sa0U 3SAY)
Ui PAPN)DUl 0S|B SI SYSI4 9)ed }sauayul ysulebe uodajoad s dnosg ayy buipsebas uciewloyy|
"600Z W puog a3y} waapal 03 Ayniqissod ysay sy pue
Swiadinbag G441 yum aduepaodde ui Jusuodwod ygsp ayy uo 1satayutl buiniooe ayy buipasyyad ‘uon
1J1SSB10 pue anjea ul pabueyd puog 91q14eAu0d buipueisino ayy o) bulyejas sbuimouioq ayy
‘sbuimoslog wuaay-joys syodal
mou dnoug ay) 'sbuimoliog wis)-6uo) se payiodal aiam ‘syusawasbuesse wisl-buoy Aq paxyoeq
3M DIym S3IJ1INJBW WJI3-110YS yym sbuimolsoq 118 uaym ‘sieak 1awioy 0} uosiedwod u)

Jaded dm_ugw.EEou

:5M0110) Se sajep uonesidxa payebasbbe yum syuawasbuelse
m01104 ay} 4apun sbuimaoirog buipueisino juasaidas sbuimoliog se paso)dsIp sjunowe ay |

"Jueuaod Ayinba winwiuiw 2y} Jo JUNCWE 3y} 3A0QE ||8M

sem Alinba suapjoyaseys jenyde 'yoz 'L 48qWada(] 1B SY "JUPUAA0D AlNba wnwiulw B puB asne)d
abpayd-aanebau B UIRIUOD YIS SUOIJEIUSWINIOP PUOG 3)qI11J8AUOD pue Juawadeld ajeaud ayj
‘paunzasun ale sbuidueuly buipuejsino s dnoig ay)

‘Junodde uado Ul SJUBWSYLAS

0} }IP34D JO SJ3)18) Wody 1se3 Je ay) ul szanddns yonpoud yim saonyoead juswded ul Yiys e syoajad

aunap buinuuod ayy -(uomIg %0 3 *£00Z) vong £ 3 Algtewixoadde Jo Junowe ve uj JIpadd §o

$48113] §0 aouenss| ay) JoJ Ssul) 3jeledas pey dnoig ayy 'uoNIPPE U] “(UoMIg ¥'Z 3 £00Z) YOG 07 3

10J PaIUNOI2. Saul} JIPSID PasnUN JoaJayl {{uonIq ¥°'¢ 3 :£00Z) uomig £ 3 bunejo) syuswabuelse
Budueuly wisy-buo) Jayjo pue saun §pald ysed pey dnolg ayy yoQz L€ Jaquada( e sy

‘Alanoedsal 0oz PUe yO0g ‘LE Joquiada Bulpua sieak ayy J0) 9,7°E 03 %G g WOl pUB 9%,g°¢ 0}
9,0°¢ Woly pabues saidualLnd )1 Ul sbuimoliog uo sajed }salalur abesane pajybiam pua-yjuop

(%92 *€00Z *%LE) s4eN0p

SN PUB [%Y%9 :£00Z '%6G) SOINa Ul pajeulwouap ale 00z '| ¢ Jaquiada(] 1e se [sasodind jusw

-abeuew ysed oy sdems A)pinbiy auoyaq] sbuimosioq ssoub aA1123449 o suoijuiad jsabuiey sy "ssau
-1SNq $} $19NpU0d dnodg ayy YoIym Ul S215UaJInd Jo A)31UBA B Ul pajeuiwousp ale sbuimodlog
"(uomiw ¥€ 3 '€00Z) uonw 941 3 Ag yp0z wi paundap sbuimollog ssoug

600z ‘L Aaenuer

Buluuibaq 'Ayinba ojul spuoq 91q13J3AU0D Jlay) 118AUDD 0} yybiu ay) aaey siapjoy puoq ‘Ajusnb

-95u0) ¥Q0Z JO J3)1enb yynoy ayy ul sAep buipedy gg 1se) ay) uiyum skep buipesy pz ueyy ssow
uc ZOL 3 J0 321ud UOISI3AU0D BY) JO (0Z'ZLL 3) %01} SA0Qe P3peJ) ¥D0]S UOWOIBS-SEPIPR 3y |

"SpUOg U3 JO SUOHIPUOY PUB SWIS] Y3 4O (¢] PUE {L]) 4 §

o) Juensund Jspjoypuog e ybnoayy 1ybu uoisiaauod syj Jo asiosaxa uodn {saieys ayy Jo yed Jo jje

40 A1aAnsp ay) Jo nai ul) uswAed ysed ayy 12213 0} S13PJOYPUOG 81NN} PUR JUBIIND 1B SPIRMO]
Y611 sy paniem Ajgedonsudr spuoq ayy o Joyuelenb se gy uowoeg-sepipe ‘yggz 49quiasa( uj

‘spoliad yuanbasqgns ur abueyd jou 1M pue puoq ay3 J0 92UBNSSI 8Y} UO paull

-1313p sem juauodulod uoistaau0d Ayinba ayj "puoq ayy Jo A}INIBW SO UDISISAUOD J13UN ‘SISE] 1502
pazidowe oyl uo pajuasaid eq 03 sanunuod Jusuodwod Apjqen sy} ‘'spoidad Juanbasgns u)

"ansasas 1epded ur Ajinba

,SJaployaleys ul papn)aul st ‘juauodwod uoisiaauod Ayinba ay) jo anjea ayy bunussasdal ‘(0134843

Pa1€}3J UoH)IW €77 3 JO S1S0J UOIIBSURI) SSB]) UON)IW 9°9| | 3 4O Junowe jenpisal ay| ‘puoq ybiesns

jusjeainba ue 1o} 9,¢'G Al@rewixosdde Jo a1ed ysataiul Javsew e Buisn pajendjed sem ‘sbuimoitoq

wJa}-buo) ur papnioul ‘yusuodwod AYjqern ayjy Jo aNjeA Jigj 8Y] "puoq ayj Jo 9IUBNSSI 3Y} U0 pPaulW
-13)3p 84am usuodwod uoisiaauod Ayinba ay) pue Juauodwos Ayigen ayy Jo sanjea Jiej ay|

'G10Z 4390150 pue Z10Z 4890190 '400¢ 4290300 W!

puoq ay} 1nd 03 3ybi1J 8y} aaeY S10)SBAU| J3}EIIBY) A)|RUOI)IPUODUN ‘G| (7 PUE Z10Z 1290100 Uaamiaq

1366113 9461 | & 03 323[qns pue 7|z 1290120 PUE 4007 4290320 uaamiaqg Jabbiiy ypeL B 03 303lgns
‘J8)JBAIBY) B)1qE)BD PUB 400Z 13G0ID0 J1IUN 13NSSt aY) AQ 3)gB))ED JOU S| pUOQ 3)qI3JBAUCD BY |




"Accrued Liabilities and Provisions

ed liabilities and provisions consist of the following:

s, allowances, warranty 42 . 21 B % 25 39
cturing T A R
other than income taxes T o AT Ty 7
........................ R T Y B T
d labilites and provisions. 485 8l 235 " s7 T 403 es

Marketing provisions mainly consist of provisions for distribution, such as discounts, rebates
ales commissions, as well as promotion.

The usage of the restructuring provision was mainly related to warehouses and production
icturing initiatives within Europe.

The balance of the restructuring provision as at December 31, 2004 mainly represents produc-
estructuring initiatives and indemnities in connection with early retirement plans.

Other accrued liabilities and provisions mainly include items not otherwise allocated and also
pated tosses from purchase and other transactions and contingent losses from pending

jits.

17 /// Other Current Liabilities
Other current liabilities consist of the following:

Liabilities due to social security \_@ Nmm 20,656
Currency options T o T mesr 21289
Forward contracts o T 082 19,700
Liabilities due to non-consolidated affiliated companies T T 81 3w
Deferred income o T T Thoezy 137
sundry 7 o T T e2283 40021
Other current Uabitities """ T T T kA3 139,095

Information regarding forward contracts and currency options is also included in these notes
(see note 23}.

18 /// Pensions and Similar Obligations

The Group sponscrs and/or contributes to various pension plans. The benefits are provided pur-
suant to the legal, fiscal and economic conditions in each respective country.
The provision for pensions and similar obligations consists of the following:

X O
o R L o e 2004 2003
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/ Minority Interests

ity interests are attributable to eight and eleven subsidiaries as at December 31, 2004 and
respectively (see Shareholdings/Attachment | to these notes).

These subsidiaries were mainly set up together with former independent distributors and
ees for the adidas brand. Salomon & Taylor Made Co., Ltd., Tokyo (Japan] was a public com-
which was listed on the Tokyo Stock Exchange from 1995 until the end of 2004.

Minority interests evolved as follows in the years ending December 31, 2004 and 2003
ctively:

tion of minority interests _uo.dm:‘

(880) - T

 Shareholders’ Equity

wary 2004, the nominal capital of adidas-Salomon AG was increased by € 213,248 as a result
 exercise of 83,300 stock options and the issuance of 83,300 no-par-value bearer shares
iated with the fifth exercise period of Tranche Il (2000] and the second exercise period of
he 11l [2001]) of the Management Share Option Plan [MSOP). As part of the sixth exercise

d of Tranche Il (2000) and the third exercise period of Tranche IIl {2001], the nominal capital
ncreased by a further € 387,456 in July 2004, as a result of the exercise of 151,350 stock

15 and the issuance of 151,350 no-par-value bearer shares. Based on the exercise of 170,600
options and the issuance of 170,600 no-par-value bearer shares within the scope of the

th exercise period of Tranche Il (2000] and the fourth exercise period of Tranche 111 (2001)

UL as the first exercise period of Tranche IV (2002), the Company’s nominal capital was
ased by a further € 436,736 in October 2004. On December 31, 2004 the nominal capital of
s-Salomon AG amounted to € 117,399,040 and was divided into 45,859,000 no-par-value

r shares. Capital reserves thus increased by € 27,479,984.50 in 2004.

In January 2005, the nominal capital of adidas-Salomon AG was increased by a further
€ 207,488 as a result of the exercise of 81,050 stock options and the issuance of 81,050 no-par-
value bearer shares associated with the eighth exercise period of Tranche il (2000}, the fifth
exercise period of Tranche 1il {2001) and the second exercise period of Tranche IV (2002) of the
Company’s share option plan. On February 18, 2005 the nominal capital of adidas-Salomon AG
amounted to € 117,606,528 and is divided into 45,940,050 no-par-value bearer shares. Capital
reserves thus increased by € 5,363,524.50 in 2005.

Authorized Capital

Pursuant to § 4 section 2 to 4 of the Articles of Association of adidas-Salomon AG, the Executive

Board shall be entitled, subject to Supervisory Board approval, to increase the nominal capital

until May 31, 2005

—» by issuing new shares against contributions in cash or in kind ance or several times by no more
than a maximum of € 3,579,043.17 and, subject to Supervisory Board approval, to exclude share-
holders” subscription rights (Authorized Capital IIl);

until July 26, 2005

—> by issuing new shares against contributions in cash once or several times by no more than
€ 42,800,000 altogether and, subject to Supervisory Board approval, to exclude fractional shares
from shareholders’ subscription rights (Authorized Capital I); and

until July 14, 2009

— by issuing new shares against contributions in cash once or several times by no more than a
maximum of € 11,600,000 and, subject to Supervisory Board approval, to exclude shareholders’
subscription rights as far as fractional shares are concerned or when issuing new shares at a
price not essentially below the stock exchange price (Authorized Capital 1i).

Contingent Capital

As set out in § 4 section 5 of the Company’s Articles of Association, in the version dated
January 26, 2005, the nominal capital of adidas-Salomon AG was increased conditionally by up

to € 1,987,424 through the issuance of not more than 776,337 no-par-value bearer shares (Con-
tingent Capital 1999} for the purpose of granting stock options in connection with the Management
Share Option Plan to members of the Executive Board of adidas-Salomon AG as well as to
managing directors/senior vice presidents of its affiliated companies and to other executives of
adidas-Salomon AG and of its affiliated companies.

As a result of the exercise of 405,250 stock options and the issuance of 405,250 no-par-value
bearer shares associated with three exercise periods of Tranche 1l (2000), three exercise periods of
Tranche Il (2001) and one exercise period of Tranche IV (2002) of the stock option ptan ending in
January, July and October 2004, the nominal amount of Contingent Capital | at the balance sheet
date amounted to € 2,194,912, divided into 857,387 no-par-value bearer shares.

As a result of the exercise of 81,050 stock options and the issuance of 81,050 no-par-value
bearer shares associated with the eighth exercise period of Tranche Il (2000) and the fifth exercise
period of Tranche Il (2001] as well as the second exercise period of Tranche IV {2002} of the
Management Share Option Plan in January 2005, the nominal amount of Contingent Capital | was
reduced after the balance sheet date to € 1,987,424, divided into 776,337 no-par-value bearer shares.

;
|
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butable Profits and Dividends

rutable profits to shareholders are determined by reference to the retained earnings of
5-Salomon AG and calculated under German Commercial Law.

‘he Executive Board of adidas-Salomon AG recommends a dividend of € 1.30 for 2004, subject
wual General Meeting approval. The dividend for 2003 was € 1.00 per share.

“urrently, 45,859,000 no-par-value shares carry dividend rights. It is proposed accordingly that
ed earnings of adidas-Salomon AG as at December 31, 2004 be appropriated as follows:

Jue to the possibility to buy back shares, the amount to be distributed to shareholders may
e, as a result of the change in the number of shares carrying dividend rights, prior to the
L General Meeting.

Leasing and Service Arrangements

ting Leases

roup leases offices, retail stores, warehouses and equipment under leases with expiration

of between one and sixteen years. Rent expenses aggregated to € 139 million and € 129 mil-
r the years ending December 31, 2004 and 2003 respectively.

-uture minimum lease payments under non-cancelable operating leases are as follows:

ce Leases
roup also leases several premises for administration, warehousing, research and develop-
as well as production, which are classified as finance leases.

[he net carrying amount of these assets of € 14 million and € 19 million is included in prop-
lant and equipment as at December 31, 2004 and 2003 respectively. Interest expense was
lion (2003: € 1 million) and depreciation expense was € 3 million (2003: € 4 million} for the
nding December 31, 2004.

The minimum lease payments under these contracts over their remaining terms which extend

up to 2016 and their net present values are as follows:

The non-current portion of the obligation under finance leases includes amounts with
terms of more than five years of € 2 million and € 3 million as at December 31, 2004 and 2003
respectively.

Service Arrangements

The Group has outsourced certain logistics and information technology functions, for which it has
entered into long-term contracts. Financial commitments under these contracts mature as follows:
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gement of Interest Rate Risk

been the policy of the Group to concentrate its financing on short-term borrowings, but to

't against liquidity risks with longer-term financing agreements, and to protect against the

f rising interest rates with interest rate caps, cross-currency interest rate swaps and interest
waps. In view of the continuing decline of the borrowings, no additional caps were arranged in
Additionally, maturing interest rate caps amounting to approximately € 200 million were not
ed.

'he interest rate hedges which were outstanding as at December 31, 2004 and 2003 respec-
expire as detailed below:

Dec. 31 Dec. 31
2004 2003

n contrast to 2003, the summary above also includes, in addition to the interest rate options,
tional amount of one long-term US dollar interest rate swap in an amount of € 73 million
€ 79 million) and one long-term cross-currency swap in an amount of € 23 million (2003:
nillion).

[he interest rate options had a negative fair value of € 3.0 million and € 2.6 million as at
nber 31, 2004 and 2003 respectively.

Fhe interest rate swaps and cross-currency interest rate swaps had a negative fair value of
million as at December 31, 2004 and 2003 respectively.

>everal of the instruments qualify as cash flow hedges pursuant to IAS 39. The related nega-
ange in fair value of € 0.2 million was debited in equity and will be expensed in accordance
nterest rate developments in parallel to the underlying hedged item. The negative change in
ir value of the remaining instruments of € 0.2 mitlion was recorded directly in the income
nent, as incurred.

 Risk

roup’s treasury department arranges currency and interest rate hedges, and invests cash,
najor banks of a high credit standing throughout the world, all being rated “A-" or higher in
of Standard & Poor’s long-term ratings [or a comparable rating from other rating agencies}.
enerally, foreign Group companies are authorized to work with banks rated "BBB+" or

r. In exceptional cases, they are authorized to work with banks rated lower than "BBB+". To
sk in these cases, restrictions such as limited amounts of cash deposits with these banks
ipulated.

NOTES TO THE CONSOLIDATED INCOME STATEMENT

24 /// Operating Expenses (Selling, Generat and Administrative Expenses as well as Depreciation
and Amortization [excluding Goodwill])

Operating expenses include expenses for sales, marketing and research and development, as well
as for logistics and central finance and administration. In addition, they include depreciation on
tangible and amortization on intangible assets, with the exception of goodwill amortization and
other depreciation and amortization which is included in the cost of sales.

A significant portion of the operating expenses comprises the marketing working budget. The
marketing working budget consists of promotion and communication spending such as promotion
contracts, advertising, retail support, events and other communication activities, however it does
not include marketing overhead expenses. In 2004, marketing working budget accounted for
approximately 35% (2003: 35%] of the total operating expenses.

Totatl depreciation and amortization expense for tangible and intangible assets (excluding
goodwilll was € 116 million and € 110 mitlion for the years ending December 31, 2004 and 2003
respectively. Thereof € 14 million and € 15 million were recorded within the cost of sales as they
are directly attributable to the production costs of goods sold.

Operating Expenses € in mi

Marketing working budget

Marketing overhead

Sales X 500 466




1S BUIODU| PIJEPIIOSUOY DY) 0} SIION
UBUIAlRYS |BIDURUIH PaIRPI0SU0)

jenueuty

‘(€2 PUB G| '€l ‘9 SI)0U 88S) SBJOU IS3Y) Ul PIPN]IUI OS]E S SJUBLNIISUL
1e1oURUY pue sBUIMOIIOG ‘SIUBWISIAUL 3)eS-10)-3lgr)ieAe s dnolg ay) Buiprebal uonewsoy|

(0LL'6%) {ze8'9S) 18U mwm:wnxw 1eURULY
B .. T Jou eug
8ce 91 meEumm;:_ Emm ;E mEm__m>m uo mc.mm an|eA Jied

y00Z :Buimo))og 8y Jo S)1S1SU0D JINSad BIdUeUl

12N ‘sasuadx3 jepdueuld /// 9z

1SMO01]04 SE BB SBXE} PIJIa)dp JO SIUSWSAOW 3y | "S$3]BS JO 1502 3y} UIYIM papnidul
aJe spoob Jo 53500 uoionposd ay} 0} 91geINGIIIIE A)3d341P aJe Ydiym sasuadxa jauuosiad

1}193ys asouejeq suonjw ul 3 mww:maxw 18UU0SIad

| uo pajuasazd ase ‘Bunyasyo ajeindosdde usye paulwiialap ‘SaNI|Ige) pue S1asse Xey padaep T e

110 84| "AjlI0yine 1edsl) awes ay) 0} aje|ad Aay) JI 195440 ale SoN|IGel) PUB S}3SSE XB} PaLia)a(] 1SM0110} SE 319M S3suadxa |auuosiad

Sailiqel] pue s}assy Xe| pallajag sasuadx3 jauuosiad

dind xe} uoije1odiod 10) 3UIOIUI JO UOIIBUILLIA}EP BY} Ul 9)QI12NPap St YdIYm ‘dW0dUl 3)qEXE] §O ‘Ajaa130adsal €00z pPue ¥00Z 'LE

Aerewixoidde s xey apedy jedidiunw ay| ‘zogz ut AUBWIBE UIBISET Ul POOY) 3Y} JO SWIDIA 3y} Jaqwisda( buipua s1eah ay) Joj) UOIYIQ £EC'E 3 PUB UON)IG GZZ'C 3 SBM S|BLI9IBW JO }S0D 18101 3Y |

1s 03 d)ay 03 48P0 Ul £0QZ 40} %G 97 O) pasealoul Ajiresoduway sem ajel xe} 9)esodtod ay| “sbul S)elIdIBY J0 150D
jea 0) pandde st uoasayy %gG'g jo abieysuns e snyd 9,6z Jo ajed xey ajerodiod e “jesauab uj

"5oXB) "M0]3Q pajielap sl ainjeu Aq sasuadxa

peJ) pue 21eJ0d10d 0] 123lgns ase salIRIPISQNS UBWIAY S} pue gy vowo)jeg-sepipe “leiauab u) 9y} uo uoniew.Jojul Alejuswayddng "Jusawsie)s swWodul 8y} Ul uolduny Ag pajuasald sue sasuadxy

saxej awodu| /// L2 aumep £q 1509 /// 52




eferred tax assets and liabilities of the Group on a gross basis before valuation allowances Tax Expense
fore appropriate offsetting are attributable to the items detailed in the table below: Tax expense is split as follows:

29,282

79,492

Current taxes in the amount of € 1 million which relate to net investment hedges have been
credited directly to shareholders’ equity for the years ending December 31, 2004 and 2003 (see also
note 23J.

The effective tax rate of adidas-Salomon differs from an assumed tax rate of 40% as follows:

eferred tax assets are recognized only to the extent that the realization of the related benefit
vable. Based on the past performance and the prospects of the respective business for the
eable future, valuation allowances are established where this criterion is not met.

aluation allowances refer to deferred tax assets of companies which are operating in the

Ip phase or in certain emerging markets, since the reatization of the related tax benefits is
bable. Further, adidas Salomon North America Inc. has deductible temporary differences,

d foreign tax credits and tax loss carryforwards, which can in part only be utilized in limited

| amounts through to 2007, for which a valuation allowance is established for amounts in

- of income projections.

he Group does not recognize deferred tax liabilities for unremitted earnings of non-German
iaries to the extent that they are expected to be permanently invested in international opera-
The earnings, the amount of which cannot be practicably computed, could become subject to
nal tax if they were remitted as dividends, or if foreign earnings were loaned to the sub-

, or if the Group were to sell its shareholdings in the subsidiaries.
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ntal Information by Brand € in millions

adidas U _ Salomon
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Net sales to third parties are shown in the geographic market in which the revenues are

d. Intersegment sales represent sales to operational units not belonging to the same region.
obal sourcing function is included in the Headquarter/Consolidation column. There are no
between the brands. Transactions between the segments are based on the dealing-at-arm’s-
principle.

egment assets include all operating assets and comprise mainly accounts receivable, inven-
s well as property, plant and equipment and intangible assets. Segment liabilities comprise
ting liabilities and consist principally of trade and other payables and accrued liabilities and
ions. Non-allocable items include goodwill, financial assets, assets and liabilities relating to
e taxes and borrowings, which are included in the Headquarter/Consolidation column.
>apital expenditure, amortization and depreciation relate to segment assets; the acquisition of
ill and the inception of finance leases do not affect capital expenditure.

Additional Cash Flow Information

4, the Group acquired all outstanding shares of Valley Apparel Company (USA) and Maersk
Logistics B.V. [Netherlands). As at December 31, 2004, erima Sportbekleidungs GmbH

any) together with its subsidiaries in Switzerland and France [see also note 4] was disposed of.
>enerally, the fair value of the net assets approximated the book value of the net assets

ed and disposed.

'he assets acquired/disposed and liabilities assumed/disposed were as follows at the date of
quisition/disposat:

31 /// Commitments and Contingencies

Other Financial Commitments
The Group has other financial commitments for promotion and advertising contracts, which mature
as follows:

Within 1 year 213 187
Between 1 and5years T e91 528
After5years 7 T 238 197
Yotal T 1162 ¢ 912

Commitments with respect to advertising and promotion maturing after five years have
remaining terms of up to fourteen years from December 31, 2004.

Information regarding commitments under lease and service contracts is also included in
these notes [see note 22).

Litigation

The Group is currently engaged in various lawsuits resulting from the normal course of business,
mainly in connection with license and distribution agreements as well as competition issues. The
risks regarding these lawsuits are covered by accrued liabilities and provisions when a reliable
estimate of the amount of the obligation can be made (see note 16). In the opinion of Management,
the ultimate liabilities resulting from such claims will not materially affect the consolidated finan-
cial position of the Group.
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Other Information

yees
rerage numbers of employees are as follows:

Remuneration of the Supervisory Board and the Executive Board of adidas-Salomon AG

Year -ending Umntcmﬂ 31
2004 2003

il 2,739
T T o ees 2,822
s i T 2.856
_mw ...................................................................................................... .dx&m
E:n:o:w@ma:ﬁ:_m:m:o: ) J(&m
Nom e e S et e e ‘mmi‘
ch&development T e
tion technotogy T haz
................................................................................................ 15411

“ompared to the prior year’s statement, presentation of the average numbers of employees
1anged to be consistent with internal reporting.

<mwﬂ m_.a_:w o.mmmawmﬂ 31

.,.f:;,:;,;.:,fi;iilii. Nmmw
Supervisory Board remuneration T 300 294
Executive Board ﬂm:;::mﬂm:c: e I\fé.lfd.d}.www:v;.iixi,..w_vmdm
%:Mﬂm.m* et et e e bt et ettt et e
Fixed components T 31 3108
i <mlmw_;m SBuo:mmmi-f:.. T e
o —UW—%OWBW:G@.WOICMKxxx::::z ST 1@1-\.5@..:1;:@..,\“%%
T UUUTIP accrued expenses T 4550 750
T Benefitsinkind T 239 159
rmm?‘pyxmwm.mmm‘ow ?;.33 Bm_.zcmﬂm 2 Em Executive Board 1,352 1,292
ﬂ:m.rm&.. N s e e e 2D
Pension oc:@m ions ﬂm,ommm__‘l‘@ qoﬂBmﬂ - members of %m;mxmmnmm_«mxmmmmmf\.11;13::. T uuﬁow T ;wb.:c%w

Supervisory Board remuneration comprises only fixed components. In addition to the total
remuneration indicated above, two members of the Supervisory Board received € 0.5 million in total
for additional advisory activities for the years ending December 31, 2004 and 2003 respectively.

The remuneration for the Executive Board is divided into fixed and variable components and
components with long-term incentive impact. The variable components are contingent upon the
attainment of individual and Group targets.

The variable components also comprise a further bonus under a Long-Term Incentive Plan
(LTIP}, the amount being linked to the attainment of certain goals during a three-year period. This
bonus is dependent on the accumulated earnings improvement (income before taxes) in the period
2003 to 2005 and the earnings increase in 2005 versus the prior year. Provided the targets are
achieved, payment will be made following approval of the consolidated financial statements for the
year ending December 31, 2005.

Under the Management Share Option Plan (MSOP) of adidas-Salomon AG, members of the
Executive Board held non-transferable stock options on 53,000 shares and 127,600 shares of
adidas-Salomon AG as at December 31, 2004 and 2003 respectively. In addition, former members
of the Executive Board held non-transferable stock options on 9,400 and 10,000 shares of adidas-
Salomon AG as at December 31, 2004 and 2003 respectively. In 2004 and 2003, members of the
Executive Board did not receive any stock options. In 2004, current and former members of the
Executive Board exercised 77,600 stock options {2003: 5,000). Details of the Management Share
Option Plan are also included in these notes (see note 32].
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otdings of adidas-Salomon >m :mqnomm:m:_.mn: as of December 31, 2004

Share in nmu:m_

held 35

2% o_.c:n_mﬁcn_»mmmmm:mn:m: Herzogenaurach mbH & Co. KG Herzogenaurach (Germany) 2,920 a_wmnzv\

37 9803\

1< o_.crn_mEn_G wmﬁm_:@c:mmmmwm_?nrm: I,mﬂoom;:m:&m: :&I Imﬂomm:m:_xmn: _m.mﬂ:.dmzi

ImﬂNo@m:m:Bnr _OmﬂBm:E

Herzogenaurach :wml:m:i

tomon Schweiz > G. . ~ Cham ~m<<:lem:a_

u:mmmr SAT i UocB _m<< ﬁmlm:&

stomon Oﬂm?m_n: OBE._ x_mmm::_: _>cm:,_m_

Sélden _>cm:,_m_

alomon S.A.- _ Annecy :#m:nm_

_n:m S, A m Lyon :uB:nm_

" Amsterdam [Netherlands)

629,177

ormerly Maersk Ewals _:om_m:nm B.V]

w.wo 159

idas (UK] Ltd." Stockport (Great Britain)

idas [ILKLEY] Ltd.n? Stockport [Great Britain)

rasport (U.K) Ltd.117 “Stockport (Great Britain) Ry T T T T e T
rragan (UK) L i T Stockport (Great Britain) 7 eep o I

idas Trefoll Trading (UKI L.t Stockport (GreatBritainl T T ese T B e R

ree Stripes Ltd."7 Stockport (Great Britain] GBP - 22 50

alomon Taylor Made Ltd9 Basingstoke (Great Britain) GBP (16.489] 13 99.8
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Currency

F:ﬁ.ﬂm:nv\ units :mE byl

- o ,x:_lj,ﬁm:mm:nm%‘ ) o - T
T “Portland, Oregon (USA]

Beaverton, Dﬂm@o: [USA)

Portland, Oregon (USA)

fidas Sales Inc. . Portland, Oregon [USA)

e vmwm_w,:,m‘mmmmmm._cw>w.: ,,,,,,,, R
Portland, Oregon (USA) ]

,_uo:_msa Oregon (USA]

ormerly Valley >vvm8~ 003um:< o* Omamﬂ mmcamv

ylor Made Golf Co. Inc. Carlsbad, California (USA)

Im<ml::. Massachusetts [USA)

as-Salomon Canada Ltd. Toronto _Om:mamﬁ

alomon Canada Sports Ltd.” Montreal _om_:mam_

lidas xOﬂmm _La Seoul [Koreal - KRW 56,033, oo.o rectly 51

lidas-Salomon xE.mm Technical wm?_nmm Ltd.? . Pusan :‘Ao_.mm_. . ‘ KRW - 81 100
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ng assets

rofit

ng profit

, Salomon and TaytorMade were consolidated in Group figures for the first time.
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ng margin T ey, e 73%  78%  78% 90%  82% 92%  80% &%
e tax rate 37.8% 38.0% 37.9% 39.0% 40.3% 38.4% 33.0% 27.5% 24.0% 14.5%
ome as a percentage of net sales? 4.9% 4.2% 3.5% 3.4% 3.1% 4.3% 4.0% 6.9% 6.7% 7.0%
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CIAL GLOSSARY

sset-Backed

ties) ///

\merican
tary Receipt} ///

Coverage | & I ///

gs (also called
Backlogs) ///

ercial Paper ///

rtible Bond ///

Securities {bonds or notes) backed by loan receivables, accounts
receivable or other quantifiable assets.

A negotiable certificate of a foreign-based company held by a US bank
that entitles the holder to all dividends and rights of the underlying
stock. ADRs are traded similarly to stocks on US exchanges and provide
a way for Americans to invest in foreign-based companies by buying
their shares in the USA instead of through an overseas exchange.
Unsponsored ADRs are issued by a broker or depositary bank without
the involvement of the company whose stock underlies the ADR.

The extent to which a company’s non-current assets cover its debt
obligations. Expressed as a percentage. They are calculated as follows:
Asset coverage | (%) = the sum of equity and non-current liabilities
divided by non-current assets.

Asset coverage 11 [%) = the sum of equity and non-current liabilities
divided by non-current assets and inventories.

The value of orders received for future delivery. At brand adidas, orders
are received approximately six months in advance, depending on the
season. This information is used by the market as an indicator of future
sales performance.

Tradable unsecured promissory notes issued for the purpose of short-
term financing. Commercial paper is issued on an ongoing, revolving
basis with maturities typically between seven days and 12 months or
more.

A corporate bond that can be exchanged for a specific number of shares
of the company’s common stock. Convertible bonds tend to have lower
interest rates than non-convertibles because they also accrue value

as the price of the underlying stock rises. In this way, convertible bonds
reflect a combination of the benefits of stocks and those of bonds.

Corporate Governance ///

Corridor Approach ///

Cost of Sales ///

Currency-Neutral ///

Current Asset Intensity
of Investments ///

DS0 (Days Sales
Outstanding) ///

Diluted Earnings Per
Share (EPS) ///

Earnings Per
Share (EPS) ///

The distribution of rights and responsibilities among different partici-
pants in a company, in particular shareholders, the Executive Board,
the Supervisory Board.

A range of plus or minus 10% around a company’s best estimate of
post-employment benefit obligations (IAS 19]. Qutside that range, it is
not reasonable to assume that actuarial gains or losses will be offset
in future years.

The costs of obtaining and manufacturing products. This figure includes
costs for raw materials plus the costs of production, customs and
delivery to our sales organizations.

Financial figures translated at prior-year exchange rates. This indicates
increases or decreases to reported figures by eliminating variances
arising from currency translation and is the best indicator of underlying
business performance.

The current asset intensity of investments defines the percentage of
total assets tied up in current assets. It is calculated by dividing current
assets by total assets.

A financial indicator that shows the average number of days it takes to
convert a company’s accounts receivable into cash. This serves as an
indicator of collection efficiency.

Diluted EPS is a performance indicator that expresses a company’s net
income used to determine diluted earnings per share in relation to the
weighted average number of shares for diluted earnings per share.
Dituted EPS = {net income + interest expense on convertible bond net
of tax)/[weighted average number of shares outstanding during the
year + weighted share options + shares from assumed conversion of
convertible bond).

Earnings per share is a performance indicator that expresses a com-
pany’'s net income in relation to the number of ordinary shares issued.
Earnings per share = net income/weighted average number of shares
outstanding during the year.
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ty Ratios I-111 ///

t Capitalization ///
ting Overhead
ses ///

ting Working
e ///

ty Interests ///

it Hedges ///

The liquidity ratio measures the extent to which a company can quickly
liguidate assets to cover short-term liabilities. They are calculated as
follows:

Liquidity I: The sum of cash and short-term financial assets divided by
current liabilities multiplied by 100.

Liquidity Il: The sum of cash and short-term financial assets as well as
accounts receivable divided by current liabilities multiplied by 100.
Liquidity lll: The sum of cash and short-term financial assets as well
as accounts receivable and inventories divided by current liabiliti
multiplied by 100.

The total market vatue of all outstanding shares. It is calculated by
multiplying the number of shares by the current market price.

Comprises marketing personnel, general and administrative costs.

Promotion and communication spending including sponsorship
contracts with teams and individual athletes, as well as advertising,
retail support, events and other communication activities, but
excluding marketing overhead expenses.

The part of net income which is not attributable to a company.
Outside ownership interests in subsidiaries that are consolidated
with the parent company for financial reporting purposes.

An offset of currency risks that occurs naturally as a resutt of a
company’'s normal operations, without the use of derivatives. For
example, revenue received in a foreign currency and used to pay
known commitments in the same foreign currency.

Net Borrowings ///

Operating Expenses ///

Operating Working
Capital ///

Option ///

Over-the-Counter
(OTC) Market ///

Private Placement ///

Projected Unit Credit
Method ///

Net borrowings are the portion of total borrowings not covered by ,
the sum of cash and short-term financial assets.

Net borrowings = long-term borrowings + short-term borrowings -
cash - short-term financial assets.

Costs associated with running a business which are not directly
attributable to the products or services sold. This refers to sales
and marketing, research and development, as well as general and
administrative costs, and depreciation of non-production assets.

The operating working capital measures the net operating assets that
a company must procure in order to finance its day-to-day business.

It is the sum of receivables and inventories minus accounts payable.
(Also see working capital.)

Operating working capital = receivables + inventories - accounts payable.

A financial instrument which ensures the right to purchase [call option)
or the obligation to sell [put option) a particular asset [for example
shares or foreign exchange) at a predetermined price (strike price] on
or before a specific date.

Over-the-counter means that the stock is not listed on a stock
exchange. In such cases, brokers negotiate directly with one another
over computer networks and by phone.

Placement of securities directly to institutional investors, such as
banks, mutual funds, insurance companies, pension funds, and
foundations.

The accounting method (IAS 19] used to calculate provisions for
pensions and similar obligations. It includes not only the pensions
and vested interests accrued as at cut-off date, but also anticipated
increases in salaries and pensions.
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TRY AND GENERAL GLOSSARY

ic Specialty
ers ///

nce Sales ///

Pick ///

/[

ning Markets ///

1/

-Ready
andise ///

vare/Hard Goods ///

[

and-Soft Golf
ategory ///

A major distribution channel for sporting goods products in terms of
sales. These stores specialize in merchandising athletic footwear
and apparel products to the 12-24 year-old urban consumer group.
Key buying motivators of these consumers are design and technology
underpinned with strong marketing activities.

Clearance sales are all those sales made outside the course of normal
business terms, arising from commercial decisions by management

to clear excess stock usually through specific channels and at a
significant discount.

A draft is a formalized process by which professionat sports teams
select players not contracted to any team, often from colleges or
amateur ranks. The draft is predominately used in North American
leagues.

European Handball Federation

The term refers to economies that are currently small, but that have
the potential for growth in size and importance in coming years.
The definition applies to countries in Asia, Latin America, Eastern
Europe and the Middle East, such as former CIS countries, Turkey,
Bulgaria, Indonesia, Philippines, Mexico, Malaysia, Brazil, India and
Thailand.

World Football Federation ("Fédération Internationale de Football
Association”)

Floor-ready merchandise refers to merchandise that is pre-ticketed,
pre-tagged, on a hanger, etc. with all the details and in a state that is
required for selling in the retail store before it reaches the store.

This category of sporting goods comprises all kinds of sports equip-
ment that is used rather than worn by the athlete, such as balls, skis
and golf clubs.

International Association of Athletics Federation
Golf balis in this category cambine the contrary quatities of long

distance and control in one ball through a high-energy, low-compression
core and a soft cover.

Metalwood ///

MLS ///

NBA ///
PCGA ///

Product Licensees ///

Sell-Through ///

skier X ///

Soft Goods ///

Sourcing ///

Speed-to-Market ///

Supply Chain
Management ///

UEFA ///
w0 ///

X-Games ///

Golf clubs (drivers and fairway woods) which are constructed from
steel and/or titanium alloys. The name also pays homage to persimmon
wood, which was originally used in the creation of these products. This
is the largest golf product category in terms of sales.

Major League Soccer [MLS} is the United States Division | professional
league for soccer.

National Basketball Association

Professional Golf Association

Companies that are authorized to use the name of a brand or company
to manufacture and distribute products. In the case of adidas-Salomon
these are products such as sports watches, sports eyewear, toiletries

and perfume.

The sell-through is an indicator of how fast consumers are buying a
particular product at retail.

A discipline in alpine ski racing where four racers compete head-on
against each other.

This category of sporting goods comprises apparel and footwear
products.

The process of managing external suppliers in order to commercialize,
produce and deliver final products to our customers.

Length of time it takes to get a product from idea to marketplace.

The process of developing, producing and transporting products to
customers.

Union of European Football Associations
World Trade Organization

The X-Games are an annuat multi-sport event with a focus on extreme
sports. Like the Olympics, there are Summer and Winter Games.
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nts receivable 90, 140 -
L General Meeting 114, Cover

-backed securities (ABS) 93

r's report 127

ogs 110

ce sheet 128

ce sheet structure 90
wings Cover, 92 f, 142 f.
ess environment 80 f.

aigns 54 ff.

L expenditure 92, 113
low 92,130

low statement 130

ensation, Supervisory Board/Executive Board 115 f.

rtible bond 93, 142 f.
rate governance 114 ff., 159
f sales 84

ration of Compliance 117
itive financial instruments 135
nd Cover, 20, 38 ff,, 113

1gs per share 89, 153

mic outlook 108

yees 86 f., 107, 112, 158

/

ity ratio 91

ement of changes in equity 131
nge rates 81, 103, 135

tive Board members 16, 122 f.
tive Board statement 124

cial calendar Cover
cial expenses 88, 151
cial leverage 91

cial statements 128 ff.

| Analysis

ientary Information

Financials

> adidas 94 if.

- Group 82 ff.

- Salomon 98 f.

- TaylorMade-adidas Golf 100 f.
Financing structure 93

Fixed assets 132

Free float 38

G/

Global Operations 32 f.

Goodwill 88, 136, 141 f.

Gross margin Cover, 85, 97, 99, 101, 112
Group Management Report 80 ff.

w7/l
Highlights, financial Cover
Highlights, operational and sporting 36 f.

1///

Income statement 129, 150 ff.
Interest rate 92 f., 103, 150
Inventories 90, 140

Investor Relations 41, Cover

L/

Letter to the shareholders 16 ff.
Liabilities 91, 144 f.

Licensee revenues 84
Locations 34 f.

M/

Management Share Option Plan (MSOP) 116 f., 146 f., 157
Market capitalization 41

Marketing working budget 86, 150

MD+A see Group Management Report

Mission 22 f.

Multi-year overview see Seven-year overview

N7/
Net income 89, 112
Notes 134 ff.

o/l
Operating expenses 86, 97, 99, 100 f., 150
Operating margin Cover, 25, 112

Operating profit 87, 97, 99, 101
Outlook 108 ff.

Overview since IPQ 166 f.

Own-retail activities 97, 105, 109, 112

=

Pensions 144 f.

P+L statement see Income statement
Products 68 ff.

Product taunches 109

Provisions 144

R/

Remuneration see Compensation,
Supervisory Board/Executive Board
Research and development 87, 105, 112

Risk management 102 ff.
Royalty and commission income 88

s/l

Segmental reporting Cover, 153 ff., 164 f.
Seven-year overview 164 f.

Share price performance Cover, 38 f.
Shareholder structure 41

Shareholders’ equity 146 ff.
Shareholdings 160 ff.

Sporting goods industry 81, 108

Stock key data 38, 41

Stock options see Management Share Option Plan (MSQP)
Strategy

- Group 24 f.

> adidas 28 f.

- Salomon 30

- TaylorMade-adidas Golf 31
Supervisory Board

> Committees 115, 118 f.

- Members 120 f.

- Report 118 f.

Sustainability 107

T/
Targets Cover, 112
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